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Financial  Highlights 

(Millions  of  dollars) 


Year  Ended 
September  30,  1980 


Year  Ended 
September  30,  1979 


Fund 


Fund 


Single- 
Employer 


Multi- 
employer 


Single- 
Employer 


Multi- 
employer 


Total  Revenues 

Net  Claims  (including  change  in  reserve 

for  pending  terminations) 
Benefit  Payments 
Administrative  Expenses 
Income  Over  (Under)  Expenses 
Total  Investments 
Total  Assets 

Total  Reserve  for  Guaranteed  Benefits 
Accumulated  Deficit  from  Operations 
Offset  to  Liabilities  Due  to  Statutory 

Limitation  on  Multiemployer  Benefit 

Obligations 
Deficiency  in  Assets 


$  93.4 

26.3 

36.7 

19.8 

51.8 

288.6 

429.5 

506.0 

94.6 


94.6 


$  6.3 

.9 

3.9 

2.1 

2.4 

17.4 

21.1 

28.7 

8.5 


8.5 


$  87.4 


$  5.3 


68.2 

1.1 

32.3 

4.4 

15.8 

1.7 

(8.6) 

(1.0) 

223.6 

17.0 

332.3 

20.6 

460.0 

19.2 

146.4 

10.9 

. 

10.9 

146.4 

-0- 

Note:  Combined  Financial  Statements  appear  on  pages  18  through  35.  Certain  amounts  for  FY  79  have  been  restated. 
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Letter  of 
Transmittal 


The  President 
The  White  House 
Washington,  D.  C.  20500 

Honorable  George  Bush 
President  of  the  Senate 
Washington,  D.  C.  20510 

Honorable  Thomas  P.  O'Neill,  Jr. 
Speaker  of  the  House  of  Representatives 
Washington,  D.  C.  20515 

Gentlemen: 

We  are  pleased  to  submit  the  sixth  annual  report  of  the  Pension  Benefit  Guaranty 
Corporation  (PBGC)  in  accordance  with  Section  4008  of  the  Employee  Retirement  In- 
come Security  Act  of  1974,  as  amended. 

PBGC  is  responsible  for  insuring  the  basic  benefits  of  approximately  33  million  plan 
participants  in  private  sector,  defined  benefit  pension  plans. 

This  report  is  a  record  of  PBGC  operations  for  Fiscal  Year  1980,  reflecting  the  major 
activities  and  accomplishments  of  PBGC  during  the  year. 

Sincerely, 


Raymond  J.  Donovan 
Chairman,  Board  of  Directors 


"y  of  uimj 


«>*mnois 


Robert  E.  Nagle 
Executive  Director 


Statement 
of  Purpose 


The  Pension  Benefit  Guaranty  Corporation  (PBGC)  was  established  under  Title  IV  of 
the  Employee  Retirement  Income  Security  Act  of  1974  (ERISA)  to  protect  the  retire- 
ment income  of  plan  participants  and  their  beneficiaries  covered  under  private 
sector,  defined  benefit  pension  plans.  ERISA  requires  PBGC  to: 

•  Encourage  the  continuation  and  maintenance  of  voluntary  pension  plans  for  the 
benefit  of  their  participants; 

•  Provide  for  the  timely  and  uninterrupted  payment  of  pension  benefits  under 
plans  covered  by  Title  IV;  and 

•  Maintain  insurance  premiums  at  the  lowest  level  consistent  with  carrying  out  the 
Corporation's  obligations  under  Title  IV. 
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Highlights 
of  the  Year 


On  September  26,  1980,  the  Multi- 
employer Pension  Plan  Amendments  Act 
of  1980  was  signed  into  law.  This  new 
legislation  was  the  culmination  of  four 
years  of  work  on  the  part  of  Congress, 
PBGC,  and  the  pension  community.  The 
first  substantive  amendments  to  the  Em- 
ployee Retirement  Income  Security  Act  of 
1974  (ERISA)  basically  redesigned  PBGC's 
insurance  program  for  multiemployer  pen- 
sion plans  and  changed  the  funding  rules 
for  these  plans.  The  law  is  designed  to 
strengthen  multiemployer  plans  finan- 
cially while  at  the  same  time  providing  an 
insolvency  insurance  program  to  protect 
the  benefits  of  the  8  million  workers  cov- 
ered by  these  plans. 

As  with  any  complex  legislation,  the 
new  law  will  require  implementing  regula- 
tions and  clarification,  some  of  it  un- 
doubtedly through  litigation.  In  that  sense, 
the  work  has  only  begun.  PBGC  antici- 
pates that  more  than  60  implementing 
regulations  will  be  necessary  over  the  next 
few  years. 


The  new  multiemployer  law  also  re- 
pealed ERISA's  provisions  calling  for  a 
Contingent  Employer  Liability  Insurance 
(CELI)  program.  During  FY  80,  PBGC  fo- 
cused on  further  development  of  the  third 
alternative  to  CELI  that  was  discussed  in 
last  year's  Annual  Report.  One  proposal 
under  consideration  would  have  PBGC  in- 
sure benefits  in  a  single-employer  pension 
plan  only  upon  the  insolvency  of  a  spon- 
soring employer  rather  than  upon  the 
voluntary  termination  of  the  plan. 

The  Multiemployer  Act  and  the  pro- 
posed revisions  to  the  single-employer 
program  are  discussed  in  greater  detail  in 
a  later  section  of  this  report  (see  "Program 
and  Policy  Development"). 

The  number  of  plan  termination  notices 
continued  to  decline  further  in  FY  80  from 
the  peak  in  FY  76.  Termination  notices 
dropped  to  3,933,  an  18%  decrease  from 
FY  79.  PBGC  became  trustee  for  125  pen- 
sion plans  during  FY  80,  and  as  of  year- 
end  was  trustee  for  514  plans  covering 
55,000  participants. 

Significant  plan  event  notices  de- 
creased substantially  during  the  year  and 
PBGC  expects  further  drops  in  this  area.  A 
final  Reportable  Events  regulation  was 
issued  late  in  the  year  and  PBGC  antici- 
pates reducing  reporting  requirements  for 
such  events  even  further  in  the  near  future. 
Case  processing  workload  is  discussed 
more  fully  in  the  next  section  of  this  report 
("Program  Operations"). 


The  first  United  States  Supreme  Court 
case  dealing  with  Title  IV  of  ERISA  was 
decided  in  FY  80.  Although  broader  consti- 
tutional issues  were  raised  by  PBGC's  op- 
ponent, the  Court  ruled  on  more  narrow 
grounds,  holding  that  PBGC's  interpreta- 
tion of  what  constitutes  a  "nonforfeitable" 
benefit  was  correct.  This  decision  (Nach- 
man  v.  PBGC)  and  other  significant  deci- 
sions are  discussed  more  fully  in  the  "Sig- 
nificant Litigation"  section  of  this  report. 

PBGC's  financial  results  in  FY  80  reflect 
a  $51  million  reduction  in  the  deficit  in  the 
single-employer  program.  Investment  in- 
come increased  during  the  year,  but  over- 
all investment  performance  was  hampered 
by  substantial  losses  in  PBGC's  Govern- 
ment bond  portfolio.  These  items  are  dis- 
cussed in  the  "Financial"  section  of  this 
report.  Financial  and  actuarial  results  are 
discussed  in  greater  detail  in  the  last  sec- 
tions of  this  report  "Combined  Financial 
Statements"  and  "FY  80  Actuarial  Report." 


Program 
Operations 


The  Pension  Benefit  Guaranty  Corpora- 
tion's insurance  programs  protect  the  pen- 
sion benefits  of  33  million  workers  and 
retirees. 

A  plan  administrator  of  a  single-employer 
plan  covered  by  PBGC's  insurance  must 
notify  PBGC  before  terminating  the  plan. 
PBGC  reviews  each  such  termination  to 
determine  if  the  plan's  assets  are  suffi- 
cient to  pay  the  benefits  guaranteed  by 
law.  If  the  assets  are  sufficient,  PBGC 
authorizes  the  plan  administrator  to  dis- 
tribute the  assets  in  accordance  with  plan 
provisions  and  the  applicable  law  and 
regulations. 

If  the  plan  has  insufficient  assets,  how- 
ever, PBGC  becomes  trustee  for  the  plan 
to  assure  that  plan  participants  are  paid 
their  guaranteed  benefits.  As  trustee, 
PBGC  assumes  the  liabilities  for  guaran- 
teed benefits  and  takes  over  plan  assets. 
PBGC  funds  the  net  liability  it  assumes 
through  premium  dollars  and  through 
recoveries  from  the  employer  under  the 
employer  liability  provisions  of  the  law. 

Processing  of  Plan  Terminations 

During  FY  80,  PBGC  received  3,933 
notices  of  plan  termination,  an  18%  de- 
cline in  notices  from  FY  79  and  a  56% 
decline  from  the  high  of  8,932  in  FY  76. 
PBGC  has  received  a  total  of  32,500  termi- 
nation cases  since  the  program  began  in 
1974.  The  table  below  shows  plan  termina- 
tions for  each  year  since  1974. 


Trusteed  Plans 

PBGC  becomes  trustee  of  those  plans 
that  do  not  have  sufficient  assets  to  pay 
guaranteed  benefits.  During  FY  80,  PBGC 
became  trustee  for  an  additional  12,324 
participants  in  terminated  pension  plans. 
At  the  end  of  FY  80,  PBGC  was  trustee  for 
514  pension  plans  covering  a  total  of 
55,000  participants  with  guaranteed  bene- 
fits. As  of  September  30,  1980,  an  addi- 
tional 267  pension  plans  were  being  proc- 
essed with  an  expectation  that  they  would 
be  trusteed  by  PBGC.  In  these  cases, 
PBGC  assures  that  participants  continue 
to  receive  guaranteed  benefits  while  it  is 
making  the  necessary  arrangements  to 
take  over  their  plans. 

Table  II  reflects  trusteeship  activity 
since  PBGC  began  operations  in  1974. 

Reviewing  Significant  Plan  Events 

ERISA  provides  for  an  "early  warning 
system"  that  is  designed  to  let  PBGC 
know  when  a  pension  plan  may  be  experi- 
encing difficulties  that  might  eventually 
result  in  plan  termination.  It  sets  out  three 
types  of  significant  occurrences  which  re- 
quire notification  to  PBGC: 

•  The  withdrawal  of  substantial  em- 
ployers from  a  plan  to  which  more 
than  one  employer  contributes. 

•  The  closing  of  an  employer's  facilities 
when  such  action  results  in  the 
separation  from  employment  of  more 


Table  I.  Plan  Terminations 

FY  80 

FY  79 

FY  78 

5,158 

FY  77 

FY  76 

(15  mos.) 

FY  75 

(10  mos.) 

Termination  notices 
received 

3,933 

4,810 

7,202 

8,932 

2,470 

Cases  closed  adminis- 
tratively 

584 

458 

788 

785 

1,112 

354 

Sufficient  non-trusteeship 
cases  processed 

3,465 

5,484 

7,420 

4,510 

1,533 

-0- 

Table  II.  PBGC  Trusteeships 


FY  80  FY  79  FY  78  FY  77  FY  76  FY  75 

(15  mos.)       (10  mos.) 


Plans  in  PBGC  trustee- 

ship 

514 

389 

266 

145 

48 

3 

Participants  with  guaran- 

teed benefits  in 

trusteed  plans 

55,000 

43,000 

27,000 

16,000 

6,000 

400 

Potential  Plan  trustee- 

ships pending 

267 

259 

260 

281 

* 

* 

'Data  unavailable  for  this  period. 


Table  III.  Notifications  Received 


FY  80 


FY  79 


FY  78 


FY  77 


FY  76 


FY  75 


Reportable  events 

1,293 

1,584 

1,458 

1,677 

1,473 

481 

Closings  of  facilities 

6 

21 

59 

78 

147 

78 

Withdrawals  of  substantial 

employers 

20 

33 

42 

33 

29 

16 

than  20  percent  of  plan  participants; 
and 
•  "Reportable  Events,"  which  are  cer- 
tain occurrences  that  may  indicate 
serious  problems  with  a  plan's  con- 
tinued ability  to  operate. 
As  appears   in  Table   III,   receipts  of 
notices  from  these  occurrences  dropped 
significantly  during  FY  80. 

PBGC  issued  a  final  Reportable  Events 
regulation  late  in  FY  80.  That  regulation 
waived  the  30-day  reporting  requirement 
for  several  events  and  should  result  in 
decreased  filing  burdens  for  plan  adminis- 
trators during  FY  81  and  subsequent  years. 
In  addition,  the  new  multiemployer  legisla- 
tion also  gave  PBGC  authority  to  waive  the 
annual  reporting  requirements  and 
changed  the  reporting  requirements  for 
multiemployer  plans.  As  a  result,  PBGC  is 
planning  regulations  to  reduce  the  filing 
burden  even  further.  (A  more  detailed  dis- 


cussion of  the  Reportable  Events  regula- 
tion and  the  new  multiemployer  law  is 
contained  in  the  Program  &  Policy  De- 
velopment Section  of  this  report.) 

Multiemployer  Cases 

Prior  to  the  enactment  of  the  new  multi- 
employer legislation,  PBGC  had  discre- 
tionary authority  to  cover  certain  ter- 
minating multiemployer  plans.  The 
discretionary  authority  was  extended 
several  times,  expiring  on  July  31 ,  1980.  As 
of  the  end  of  FY  80,  PBGC  had  extended 
discretionary  coverage  to  five  terminated 
multiemployer  plans  and  was  considering 
requests  for  discretionary  coverage  from 
six  other  multiemployer  plans.  Under 
ERISA,  PBGC  was  required  to  cover  any 
multiemployer  plan  that  terminated  be- 
tween August  1,  1980,  and  September  26, 
1980,  when  the  new  law  was  enacted.  One 
multiemployer  plan  terminated  in  that 
period  and  PBGC  covered  that  termination. 


Program 

and  Policy 
Development 


FY  80  was  an  important  year  in  the 
development  of  various  aspects  of  PBGC's 
pension  guarantee  programs.  PBGC's  work 
on  revising  the  multiemployer  program 
came  to  fruition  with  the  passage  of  the 
Multiemployer  Pension  Plan  Amendments 
Act  of  1980.  PBGC  published  a  Reportable 
Events  regulation  which  substantially 
reduced  certain  reporting  requirements  for 
plan  administrators.  Also  during  the  year, 
PBGC  intensified  its  efforts  to  develop 
proposals  for  revising  the  single-employer 
program  to  deal  with  some  of  the  prob- 
lems that  have  become  evident  in  that  pro- 
gram in  recent  years.  These  developments 
are  discussed  in  more  detail  below. 

Multiemployer  Program 

When  considering  ERISA,  Congress 
had  been  uncertain  about  the  appropriate 
design  of  termination  insurance  for  multi- 
employer plans  and  the  impact  that  termi- 
nation insurance  rules  might  have  on  this 
type  of  plan.  As  a  result,  Congress  pro- 
vided that  PBGC's  coverage  of  multi- 
employer plans  would  not  become  manda- 
tory until  January  1,  1978  —  a  date  that 
was  later  extended  to  August  1,  1980.  In 
the  interim,  PBGC  was  authorized  to  guar- 
antee benefits  under  a  terminated  multi- 
employer plan  on  a  discretionary  basis, 
provided  that  certain  conditions  were  met. 


In  1977,  PBGC  advised  Congress  that 
potential  liabilities  from  multiemployer 
plan  terminations  under  the  statutory 
guarantee  program  could  be  quite  large 
and  that  premium  increases  required  to 
fund  the  program  might  encourage  further 
terminations.  The  following  year,  in  a  com- 
prehensive report  prepared  at  Congress's 
direction,  PBGC  concluded  that  for  as 
many  as  10  percent  of  existing  multi- 
employer plans  —  particularly  those  in  in- 
dustries which  were  declining  because  of 
changes  in  technology  or  consumer  de- 
mand —  termination  could  be  a  more  at- 
tractive financial  alternative  than  continu- 
ing the  plan.  PBGC's  study  found  that  1.3 
million  participants  covered  by  such  plans 
could  lose  a  portion  of  their  benefits  if 
those  plans  should  choose  to  terminate, 
and  that  claims  against  PBGC  could  reach 
more  than  $4  billion  within  10  years. 
Claims  of  that  magnitude  would  require 
that  premiums  to  fund  the  program  be  in- 
creased to  unacceptable  levels. 

In  1979,  PBGC  submitted  recommenda- 
tions to  Congress  for  revising  the  multi- 
employer insurance  program  to  afford 
substantial  benefit  protection  at  reason- 
able premium  levels.  In  May  1979,  bills 
were  introduced  in  Congress  to  revise  the 
program  along  the  lines  recommended  by 
PBGC. 

In  considering  this  legislation,  Congress 
made  its  first  substantive  efforts  at  revis- 
ing the  Employee  Retirement  Income 
Security  Act  of  1974.  During  its  considera- 
tion, PBGC  assisted  Congressional  com- 
mittees in  assessing  the  implications  of 
various  amendments  to  the  original  bills 
and  in  refining  the  statutory  language. 


New  Legislation 

Final  Congressional  action  on  the  pro- 
posed legislation  occurred  during  FY  80, 
with  the  Multiemployer  Pension  Plan 
Amendments  Act  of  1980  (P.L.  96-364)  be- 
coming law  on  September  26,  1980.  The 
new  law  is  intended  to  strengthen  multi- 
employer plans  financially;  it  also  changes 
the  way  the  PBGC  guarantee  program 
operates  for  these  plans.  The  new  law's 
provisions  are  outlined  generally  below. 

Withdrawal  Liability 

The  Multiemployer  Act  requires  an 
employer  withdrawing  from  a  multi- 
employer plan  to  pay  a  portion  of  the 
plan's  liability  for  unfunded  vested  bene- 
fits. The  law  contains  specific  rules  and 
alternative  methods  for  computing  and 
allocating  a  plan's  unfunded  vested  bene- 
fits. It  also  details  the  requirements  for 
paying  withdrawal  liability.  In  addition,  it 
provides  special  withdrawal  liability  rules 
for  multiemployer  plans  in  the  construc- 
tion, the  entertainment,  and  the  trucking, 
moving,  and  warehousing  industries.  With- 
drawal liability  is  designed  both  to  dis- 
courage employers  from  leaving  multi- 
employer plans  and  to  protect  the  plan 
and  remaining  employers  from  the  impact 
of  the  withdrawals  that  do  occur. 

Plan  Funding  and  Reorganization 

The  new  law  shortens  the  amortization 
periods  both  for  funding  benefit  increases 
and  for  amortizing  experience  losses.  For 
plans  experiencing  financial  difficulty,  it 
sets  up  a  reorganization  process  to 
achieve  a  better  balance  between  benefit 
levels  on  the  one  hand  and  plan  assets 
and  contributions  on  the  other.  The 
reorganization  process  tightens  funding 
requirements  further  and  also  gives  plans 
some  flexibility  in  reducing  or  eliminating 
recent  benefit  increases. 


Insolvency  Insurance 

The  new  law  changes  the  insurable 
event  for  PBGC's  insurance  protection 
from  plan  termination  to  plan  insolvency. 
Except  in  the  case  of  mass  employer  with- 
drawals, what  previously  would  have  been 
a  terminated  plan  will  normally  continue 
operating  —  collecting  employer  contribu- 
tions or  withdrawal  liability  and  making 
benefit  payments. 

If  a  multiemployer  plan  —  whether  or 
not  terminated  —  becomes  insolvent  in 
spite  of  its  reorganization  and  benefit  re- 
ductions, PBGC  will  step  in  to  provide 
financial  assistance.  This  is  accomplished 
through  a  loan  or  grant  that  will  enable  the 
plan  to  pay  guaranteed  benefits. 

Benefit  Guarantees 

The  benefit  guarantees  for  multi- 
employer plans  are  also  changed  by  the 
Multiemployer  Act.  If  a  plan  encounters 
financial  difficulties,  it  may  make  certain 
benefit  reductions  to  help  alleviate  the 
financial  problem.  A  plan  in  reorganization 
may  eliminate  benefit  increases  made 
during  the  previous  five  years.  Benefits 
may  be  further  reduced  if  the  plan  con- 
tinues in  financial  difficulty.  But  in  no  case 
can  benefits  be  reduced  below  the  statu- 
tory guarantee  (100%  of  the  first  $5  in 
monthly  accrued  benefits  plus  75%  of  the 
next  $15  in  monthly  accrued  benefits).  For 
participants  in  plans  encountering  finan- 
cial problems,  this  may  mean  some  tem- 
porary or  permanent  loss  in  benefits,  but  it 
also  provides  a  floor-level  below  which 


they  cannot  lose  benefits.  PBGC  antici- 
pates this  guarantee  should  protect  85% 
of  participants'  benefits  in  the  aggre- 
gate —  the  same  approximate  level  of  pro- 
tection provided  under  the  single- 
employer  programs. 

Premiums 

The  law  also  increases  premiums  for 
multiemployer  plans  in  1980  and  subse- 
quent years.  For  1981,  the  premium  will  be 
$1.40  per  participant.  Under  the  premium 
schedule  contained  in  the  law,  the  pre- 
miums will  rise  to  $2.60  no  later  than  1990. 

Multiemployer  Program  Development 

While  the  legislation  places  much  of 
the  burden  for  administering  withdrawal 
liability  and  reorganization  on  plan  admin- 
istrators, PBGC  will  also  be  heavily  in- 
volved in  the  administration  of  the  statu- 
tory provisions.  This  effort  will  be  one  of 
PBGC's  top  priorities  during  the  coming 
year. 

PBGC's  analysis  indicates  that  some  60 
regulations  will  be  needed  to  implement 
fully  all  aspects  of  the  program.  These  in- 
clude the  immediate  necessity  for  a  regu- 
lation concerning  alternative  methods  for 
allocating  unfunded  liabilities,  and  regula- 
tions dealing  with  arbitration  procedures 
for  disputes  over  withdrawal  liability, 
mergers  and  transfers  between  multi- 
employer plans,  abatement  of  withdrawal 
liability,  and  expansion  of  the  construction/ 
entertainment  rule  to  other  plans,  among 
others. 


In  addition,  staff  resources  in  the  actu- 
arial, financial,  and  case  processing  areas 
will  be  developing  and  administering  the 
financial  assistance  program.  And  as  with 
any  new  legislation,  litigation  will  un- 
doubtedly result  in  clarifying  the  intent 
and  ramifications  of  the  new  multi- 
employer program.  As  a  result,  PBGC  ex- 
pects to  be  devoting  significant  staff 
resources  to  the  multiemployer  program 
during  the  next  several  years. 

Regulations 

Late  in  FY  80,  PBGC  issued  a  Reporta- 
ble Events  regulation  that  reduced  the 
statutory  reporting  burdens  for  plan  ad- 
ministrators. Prior  to  the  issuance  of  the 
regulation,  plan  administrators  were  re- 
quired to  notify  PBGC  within  30  days  of 
the  occurrence  of  any  reportable  event 
specified  in  the  Act.  In  its  regulation, 
PBGC  waived  the  30-day  requirement  for  a 
number  of  events. 

PBGC  also  added  the  following  events 
that  had  not  previously  necessitated  re- 
porting: bankruptcy  or  insolvency,  liquida- 
tion or  dissolution,  and  changes  in  em- 
ployer. These  particular  events  PBGC 
deemed  necessary  to  help  it  adequately 
protect  participants'  benefit  rights  and  to 
protect  PBGC's  premium  payers  from  ex- 
posure to  unnecessarily  high  claims. 

PBGC  also  proposed  a  regulation  on 
employer  liability  during  FY  80.  Under 
ERISA,  an  employer  who  terminates  an  in- 
sufficiently funded  plan  is  liable  to  PBGC 
for  the  amount  of  the  insufficiency  or  30% 
of  the  employer's  net  worth,  whichever  is 
lower.  The  proposed  regulation  prescribed 
fair  market  value  as  the  measure  of  net 
worth  and  standards  for  employer  pay- 
ment (including  deferred  payment)  of  lia- 
bilities. Employer  liability  would  be  due  as 
of  the  date  of  plan  termination,  with  in- 
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terest  accruing  from  that  date.  The  regula- 
tion was  scheduled  to  become  final  during 
FY  81. 

Revising  The  Single  Employer  Program 

When  it  was  enacted  in  1974,  ERISA 
contained  a  provision  calling  for  a  Con- 
tingent Employer  Liability  Insurance  pro- 
gram (CELI)  to  protect  employers  from  the 
claims  they  might  face  under  Title  IV. 
When  it  reported  to  Congress  in  1978  on 
the  status  of  multiemployer  pension 
plans,  PBGC  also  reported  to  Congress 
that  CELI  was  both  unworkable  and  unde- 
sirable. As  a  result,  the  new  multiemployer 
legislation  discussed  above  also  repealed 
the  CELI  provisions  of  the  original  1974 
law. 

PBGC's  1978  Report  to  Congress  on 
CELI  had  recommended  two  alternatives 
to  CELI.  During  FY  79,  PBGC  and  its  Advi- 
sory Committee's  CELI  Panel  developed  a 
third  alternative.  This  third  alternative 
would  revise  the  single-employer  program 
to  change  the  concept  of  voluntary  plan 
termination.  It  would  allow  a  sponsor  to 
voluntarily  terminate  a  plan.  However,  the 
sponsor  would  have  a  continuing  mini- 
mum funding  obligation  until  the  plan's 
vested  benefits  are  fully  funded.  It  would 
also  change  the  insurable  event  from 
voluntary  plan  termination  to  sponsor  in- 
solvency. During  FY  80,  PBGC  worked  on 
refining  proposals  based  on  this  third 
alternative. 

Payment  of  guarantees  based  on  volun- 
tary plan  termination  provides  opportuni- 
ties for  employers  to  abuse  PBGC's  insur- 
ance program.  Employers  with  little  or  no 
net  worth  might  find  it  advantageous  to 
terminate  their  plans  and  thereby  rid  them- 
selves of  heavy  pension  obligations. 
During  FY  80,  one  ongoing  employer  at- 
tempted to  terminate  its  pension  plan  in 
an  effort  to  pass  its  unfunded  pension 
obligations  on  to  PBGC,  and  through  it  to 


the  premium  payers  who  support  the  ter- 
mination insurance  program.  The  em- 
ployer involved  not  only  continued  to 
operate  in  business  but  planned  to  estab- 
lish a  new  pension  plan  to  replace  the  pen- 
sion coverage  that  would  end  with  the  old 
plan's  termination. 

Another  abuse  of  PBGC's  insurance 
program  can  occur  when  a  pension  plan  is 
transferred  to  an  employer  with  low  net 
worth,  such  as  when  a  company  sells  or 
spins  off  a  weak  subsidiary.  If  the  plan  is 
terminated  after  the  sale  or  spin-off,  PBGC 
may  be  able  to  collect  little  or  no  employer 
liability  from  the  new  employer.  The  owner 
before  the  sale  may  not  thereafter  be 
liable  to  PBGC  even  though  that  employer 
maintained  the  plan  over  most  of  the 
period  during  which  the  pension  liabilities 
accrued.  This  sometimes  allows  a  busi- 
ness to  shed  unfunded  pension  liabilities 
by  spinning  off  or  selling  weak  subsidi- 
aries or  divisions.  The  proposals  under 
consideration  would  make  a  transferor 
contingently  liable  for  a  pension  plan 
transferred  in  connection  with  the  sale  or 
spin-off  of  a  business. 

Revisions  of  the  single-employer  pro- 
gram to  deal  with  these  problems  should 
help  prevent  abuses  of  the  program  while 
at  the  same  time  providing  protection  to 
participants  in  plans  whose  sponsor  has 
suffered  bankruptcy  or  business  failure.  It 
should  also  help  reduce  PBGC's  adminis- 
trative costs  by  involving  the  agency  only 
in  those  terminations  where  participants 
legitimately  face  benefit  losses. 
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Significant 
Litigation 


During  FY  80  the  number  of  cases  in 
litigation  to  which  PBGC  was  a  party  con- 
tinued to  grow.  At  year  end,  PBGC  had  a 
case  inventory  of  94  compared  to  76  as  of 
the  prior  year  end. 

The  footnotes  to  the  financial  state- 
ments contain  a  discussion  of  those 
issues  in  litigation  that  might  substan- 
tially affect  PBGC  financial  circum- 
stances. The  section  that  follows  high- 
lights court  decisions  received  during 
FY  80  which  may  also  have  significant 
program  impact. 

Nachman  v.  PBGC:  On  May  12,  1980  the 
United  States  Supreme  Court  held  that 
benefits  under  a  plan  which  terminated 
before  ERISA's  minimum  vesting  stand- 
ards went  into  effect  were  "nonforfeitable" 
notwithstanding  the  plan's  limitation-of- 
liability  clauses.  Accordingly,  the  Court 
ruled  the  plan's  benefits  were  guaranteed 
under  the  termination  insurance  program 
of  Title  IV. 


PBGC  v.  Ouimet  Corporation  et  ai:  At 
issue  in  this  case  was  whether  all  mem- 
bers of  a  commonly  controlled  group  of 
trades  or  businesses  are  jointly  and  sever- 
ally liable  to  PBGC  for  the  insufficiency  of 
a  terminated  plan  to  which  only  one  group 
member  contributed.  On  August  29,  1980 
the  United  States  Court  of  Appeals  for  the 
First  Circuit,  affirming  the  lower  court,  up- 
held PBGC's  claim  that  all  members  of  the 
commonly  controlled  group  are  jointly  and 
severally  liable,  and  that  the  net  worth  of 
the  whole  group  is  to  be  taken  into  ac- 
count in  applying  the  30%  limitation.  The 
Court  of  Appeals  also  agreed  with  the 
lower  court  that  application  of  the  em- 
ployer liability  rules  to  the  control  group 
members  does  not  violate  the  Due  Process 
Clause  of  the  Constitution. 

Audio  Fidelity  Corporation  v.  PBGC:  This 
case  involved  the  question  whether  an  em- 
ployer could  amend  its  pension  plan  after 
termination  to  provide  for  reversion  to  the 
employer  of  excess  assets  which  re- 
mained after  distribution  of  all  accrued 
benefits  to  the  participants.  The  United 
States  Court  of  Appeals  for  the  Fourth  Cir- 
cuit, reversing  a  lower  court  decision,  held 
on  July  2,  1980,  that  the  amendment  after 
termination  was  invalid  and  that  partici- 
pants were  entitled  to  the  residuum  since 
that  was  what  the  plan  provided  for  when 
it  was  terminated. 
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In  Re  Williamsport  Milk  Products  Com- 
pany, Inc.  Retirement  Plan  for  Salaried 
Employees:  Affirming  a  District  Court  de- 
cision, the  United  States  Court  of  Appeals 
for  the  Third  Circuit,  on  August  29,  1980, 
held  that  a  pension  plan  which  had  been 
determined  to  be  tax  qualified  by  the  Inter- 
nal Revenue  Service  was  covered  by  the 
termination  insurance  program,  even 
though  it  might  not  meet  the  requirements 
for  tax  qualification  as  of  the  date  of  termi- 
nation. In  addition,  the  Court  rejected  the 
argument  that  imposition  of  employer  lia- 
bility violates  the  Due  Process  Clause  of 
vhe  Constitution. 


In  Re  Pension  Agreements  Between  Hep- 
penstall  Company  and  the  United  Steel- 
workers:  PBGC  sought  involuntary  termi- 
nation of  this  plan  as  of  December  18, 
1978  under  §§4042  and  4048  of  ERISA  and 
the  appointment  of  PBGC  as  trustee.  On 
June  28,  1979,  after  appointing  PBGC  as 
trustee,  the  District  Court  determined  that 
termination  was  necessary  to  avoid  further 
deterioration  in  the  financial  condition  of 
the  plan  or  any  further  increase  in  PBGC's 
liability,  but  concluded  that  it  should  not 
establish  a  date  of  termination  prior  to  the 
date  of  its  order.  On  July  30,  1980,  the 
United  States  Court  of  Appeals  for  the 
Third  Circuit  rejected  the  District  Court's 
holding  that  the  termination  date  could 
not  be  earlier  than  the  date  of  final  judg- 
ment. It  remanded  to  the  lower  court  to  de- 
termine an  appropriate  date  of  termination 
by  balancing  the  various  interests  of  the 
parties.  It  noted  that  the  earliest  date 
which  could  properly  be  selected  is  the 
date  on  which  participants  had  reasonable 
notice  that  PBGC  was  seeking  termination 
and  thus  that  they  no  longer  had  a  justifia- 
ble expectation  of  further  benefit  accruals. 
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Financial 


The  Financial  Statements  for  FY  80 
reflect  a  $43  million  reduction  in  PBGC's 
deficit  for  the  combined  multiemployer 
and  single-employer  programs.  This  in- 
cludes a  $51  million  reduction  in  the  defi- 
cit for  the  single-employer  program  and 
PBGC's  recognition  of  an  $8  million  defi- 
cit in  the  multiemployer  program  under 
the  provisions  of  the  new  legislation. 

The  net  reduction  in  the  deficit  results 
primarily  from  adjustments  to  amounts 
previously  reported  as  net  termination 
claims,  from  actuarial  gains  arising  from 
higher  interest  rates,  and  from  increases 
in  investment  and  premium  income.  In 
addition,  PBGC  did  not  incur  any  large 
termination  claims  during  the  year.  As 
has  been  noted  in  prior  reports,  the  pres- 
ence or  absence  of  large  claims  in  any 
given  year  has  a  significant  impact  on 
PBGC's  financial  statements. 

More  detailed  information  concerning 
PBGC's  financial  results  can  be  found  in 
the  Financial  Statements  and  Actuarial 
Report  beginning  on  page  18. 

Investment  Policy  &  Asset  Management 

PBGC  maintains  two  separate  funds  to 
finance  each  of  its  pension  insurance  pro- 
grams —  a  revolving  fund  and  a  trust  fund. 
The  revolving  funds  consist  of  premium 
collections  less  administrative  expenses 
and  the  unfunded  portion  benefit  pay- 
ments. The  trust  funds  consist  of  assets 
that  PBGC  assumes  when  it  becomes  the 
trustee  of  terminated  pension  plans  and 
employer  liability  collections,  and  is 
reduced  by  the  funded  portion  of  benefit 
payments. 


The  monies  in  the  revolving  funds  are 
invested  in  obligations  issued  or  guaran- 
teed by  the  U.S.  Government.  Trust  fund 
assets  are  invested  in  a  diversified  port- 
folio of  private-sector  securities,  primarily 
equities.  PBGC  employs  a  custodian  bank 
and  independent  professional  investment 
managers  to  administer  its  asset  manage- 
ment program. 

Manager  Selection 

During  FY  80,  PBGC's  contracts  with  its 
investment  managers  and  custodian  bank 
expired.  Early  in  the  year,  PBGC  began  an 
extensive  search  using  competitive  Gov- 
ernment contracting  procedures  to  select 
a  custodian  bank  and  four  investment 
managers  for  new  contracts.  In  July  1980, 
PBGC  selected  the  following: 


Custodian  Bank: 


General  Equity 
Manager: 


Sector-Rotation 
Equity: 


Growth  Equity 
Manager: 


Fixed  Income 
Advisor: 


State  Street  Bank  and 

Trust  Company, 
Boston,  MA 

Alliance  Capital  Man- 
agement, Inc. 
New  York,  NY 

Forstmann-Leff 

Associates 
New  York,  NY 

Putnam  Advisory 
Company,  Inc. 
Boston,  MA 

Pacific  Investment 

Management 

Company 
Newport  Beach,  CA 


The  new  contracts  are  for  a  three-year 
period,  but  contain  provisions  for  two 
additional  one-year  extensions. 
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Assets  Management 

When  PBGC  becomes  trustee  for  a  ter- 
minated plan,  it  commingles  the  plan's 
assets  into  the  PBGC  trust  funds.  PBGC's 
custodian  bank  serves  as  a  central  deposi- 
tory for  the  trust  funds  and  helps  PBGC 
sell  assets  that  are  not  readily  marketable. 
PBGC's  investment  managers  select  from 
the  readily  marketable  assets  those  they 
wish  to  include  in  their  PBGC  portfolios. 
Other  assets  are  sold  and  the  proceeds 
reinvested  by  the  investment  managers. 

As  of  September  30,  1980,  the  market 
value  of  the  commingled  trust  funds  was 
$112.8  million.  These  funds  are  divided 
into  investment  accounts  maintained  at 
the  custodian  bank  and  managed  by 
PBGC's  three  investment  managers. 

The  revolving  funds,  consisting  of  obli- 
gations issued  or  guaranteed  by  the  U.S. 
Treasury  Department,  had  a  market  value 
of  $154.9  million  as  of  September  30, 1980. 
PBGC's  fixed  income  advisor  helps  PBGC 
select  investments  to  be  included  in  the 
revolving  funds. 

In  1975,  the  PBGC  Board  of  Directors 
approved  an  investment  policy  permitting 
trust  fund  assets  to  be  invested  in  a  diver- 
sified portfolio,  of  private-sector  securi- 
ties. Each  of  PBGC's  investment  managers 


operates  within  its  own  category  of  invest- 
ment expertise  and  with  full  investment 
discretion,  subject  to  PBGC's  guidelines. 
PBGC's  Advisory  Committee  and  its  In- 
vestment Policy  Panel  advise  on  guide- 
lines and  investment  policy. 

Table  IV  below  shows  comparative  per- 
formance figures  for  FY  79  and  FY  80  with 
various  indices  for  the  corresponding 
periods.  Performance  figures  for  both 
PBGC's  invested  assets  and  the  indices 
have  been  adjusted  to  include  reinvest- 
ment of  dividends  and  interest.  They  are 
calculated  on  a  time-weighted  basis. 

In  addition  to  the  26.6%  rate  of  return 
PBGC  obtained  this  year  on  its  trust 
funds,  it  brought  over  $45  million  in  addi- 
tional trust  fund  assets  under  its  control. 
Rising  interest  rates  resulted  in  declining 
values  for  bonds.  During  FY  80,  interest 
rates  increased  quite  substantially  and 
that  change  was  reflected  by  a  $24.5  mil- 
lion loss  in  the  value  of  PBGC's  Govern- 
ment bond  portfolio.  The  net  of  combined 
investment  results,  however,  was  an  in- 
crease in  investment  and  other  income  of 
$4.8  million. 


Table  IV.  Investment  Return  of  PBGC  Investment  Assets 


FY  80 


FY  79 


Revolving  Funds 

Total  Trust  Funds  Commingled  Equities 

Corporate  Bond  Index  (Salomon  Bros.  High-Grade  Long-Term) 

S  &  P  500 


-7.2% 

+  5.0% 

+  26.6% 

+  13.3% 

-11.4% 

+  1.9% 

+  21.3% 

+  12.5% 
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Premium  Income  and  Benefit  Payments 

During  FY  80,  premium  income  grew  by 
$2.2  million  as  the  result  of  an  increase  in 
participants  and  an  increase  in  the  multi- 
employer program's  premium  rate.  Benefit 
payments  increased  by  $3.9  million  during 
the  year,  with  total  benefit  payouts 
reaching  $40.6  million. 


PBGC's  reserve  for  guaranteed  benefits 
under  the  single-employer  program  grew 
by  $46  million  in  FY  80,  while  assets 
available  to  pay  future  benefits  grew  by 
almost  $65  million.  As  of  the  end  of  FY  80, 
PBGC  had  over  $288  million  in  total  in- 
vested assets  available  to  pay  benefits  to 
the  single-employer  program. 


Table  V.  Premium  1 

(Dollars  in  millions) 

ncome  and  Benefit  Payments 

FY  80 

FY  79 

FY  78 

FY  77 

FY  76 

(15  mos.) 

FY  75 

(10  mos.) 

Premium  Income 
Benefit  Payments 

$75.6 
$40.6 

$73.4 
$36.7 

$51.2 
$32.5 

$29.2 
$19.8 

$35.1 
$  9.5 

$21.8 
$  1.5 
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Introduction  to  Combined 
Financial  Statements 

Management  of  the  Corporation  has 
prepared  the  accompanying  Combined 
Statement  of  Financial  Condition  of  the 
Pension  Benefit  Guaranty  Corporation  as 
of  September  30,  1980,  and  1979,  and  the 
Combined  Statement  of  Operations  and 
Changes  in  the  Deficiency  in  Assets,  and 
Changes  in  Financial  Condition  for  the 
year  ended  September  30,  1980,  and  the 
year  ended  September  30,  1979. 

On  May  3, 1979,  the  General  Accounting 
Office  (GAO)  issued  a  disclaimer  of 
opinion  on  the  statements  for  the  period 
ending  September  30,  1977,  due  to  the 
materiality  and  attendant  uncertainties  of 
amounts  shown  as  assets  of  terminated 
plans  not  in  PBGC  trusteeship,  employer 
liability  owed  to  PBGC,  and  the  estimated 
net  claims  for  pending  terminations.  We 
are  informed  that  the  GAO,  in  connection 
with  the  audit  of  the  statements  for  the 
year  ended  September  30, 1980,  intends  to 
issue  a  disclaimer  of  opinion  principally 
due  to  the  estimating  of  amounts  for  the 
liability  for  the  present  value  of  future 
benefits  and  to  a  lesser  extent  other  line 
items  on  the  financial  statements. 


Since  completion  of  the  audit  by  GAO  in 
1979,  the  Corporation  has  made  con- 
siderable progress  as  part  of  a  major 
undertaking  involving  several  years,  to 
overcome  deficiencies  reflected  in  the 
prior  report.  Although  substantial  improve- 
ments have  been  recognized  there  remain 
sufficient  uncertainties  to  require  a  dis- 
claimer of  opinion  by  the  GAO. 

In  the  opinion  of  management,  subject 
to  the  effects  on  the  financial  statements, 
if  any,  of  the  validation  of  estimated 
amounts  and  the  ultimate  resolution  of 
the  matters  described  in  the  following  two 
paragraphs,  the  financial  statements 
referred  to  above  fairly  present  the  com- 
bined financial  position  of  the  Pension 
Benefit  Guaranty  Corporation  as  of  Sep- 
tember 30,  1980,  and  1979,  and  for  the 
periods  then  ended,  in  conformity  with 
generally  accepted  accounting  principles 
applied  on  a  consistent  basis. 

As  discussed  in  Note  6,  "LITIGATION," 
there  is  currently  pending  litigation  having 


Combined 

Financial 

Statements 


significant  financial  implications.  Some  of 
the  major  issues  involve  the  ability  of  the 
Corporation  to  assess  and  collect  em- 
ployer liability  amounts,  the  right  to  collect 
premiums  and  unpaid  employer  contribu- 
tions in  certain  circumstances,  establish- 
ing whether  terminations  have  occurred 
and  whether  certain  benefits  are  guaran- 
teed by  the  Corporation.  Although  man- 
agement and  counsel  believe  that  the  Cor- 
poration's position  in  these  matters  will  be 
endorsed  by  the  courts,  neither  is  in  a 
position  to  predict  the  ultimate  outcome 
of  this  litigation. 

In  addition,  as  discussed  in  Note  2G2, 
"RESERVE  FOR  PENDING  TERMINA- 
TIONS," the  reserve  includes  estimates  of 
certain  probable  net  claims  from  future 
plan  terminations  based  upon  (1)  available 
information  on  certain  plans  which  were 
under  active  review  by  PBGC  at  year  end 
and  (2)  prior  experience  concerning  termi- 
nations which  have  occurred  prior  to  year 
end,  but  for  which  PBGC  did  not  have 
specific  knowledge  as  of  the  date  the 
statements  were  prepared.  In  addition  to 
amounts  provided  in  this  reserve,  there 
were  several  other  plans  under  review 
when  these  statements  were  completed 


for  which  management  believes  there  was 
a  reasonable  chance  that  a  future  net 
claim  might  arise.  Also,  there  continues  to 
be  a  number  of  other  potential  plan  termi- 
nations of  which  PBGC  is  aware.  The 
manifestation  of  some  of  these  estimated 
claims  is  subject  to  events  not  necessarily 
under  the  Corporation's  control.  The  ulti- 
mate resolution  of  legal  matters  dis- 
cussed in  the  preceding  paragraph  and 
the  effect  of  future  plan  terminations 
could  have  a  significant  impact  on  the 
financial  condition  and  results  of  opera- 
tions reported  in  the  Combined  Financial 
Statements. 

June  12,  1981 
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Management's  Review  of  Combined 
Statement  of  Operations 

The  PBGC  reported  $54,200,000  of  in- 
come over  total  expenses  for  the  year 
ended  September  30, 1980  as  compared  to 
$9,700,000  total  expenses  in  excess  of  in- 
come for  the  prior  year.  As  discussed 
below,  the  reductions  in  previously  re- 
ported net  claims  and  the  increase  in  in- 
terest rates  for  valuing  future  benefits 
were  the  main  reasons  that  income  over 
expenses  improved  in  1980. 

Premium  income  increased  by  $2,200,000 
due  principally  to  an  increase  in  partici- 
pants and  to  a  lesser  extent  to  an  increase 
in  the  multiemployer  premium  applicable 
to  a  portion  of  the  current  year. 

Investment  income  increased  by 
$4,800,000.  The  primary  reason  for  the  in- 
crease is  the  increase  in  trust  fund  assets 
under  active  PBGC  management  (from 
$68,200,000  to  $113,900,000)  and  the  in- 
crease in  market  value  experienced  during 
the  year  in  these  assets  (a  time  weighted 
rate  of  return  of  26.6%  for  the  year).  Offset- 
ting this  increase  to  some  extent  was  a 
loss  of  $24,500,000  experienced  in  the  re- 
volving fund's  government  bond  portfolio 
compared  to  a  $5,400,000  loss  in  the  prior 
year  (assets,  including  bonds,  are  marked 
to  market). 

Net  claims,  including  changes  in  the  re- 
serve for  pending  claims,  for  both  the 
single  and  multiemployer  programs,  de- 
creased by  $42,200,000  as  compared  to 
1979.  Most  of  this  difference  is  due  to  the 
unusually  large  number  of  reductions  in 
valuations  of  previously  reported  net 
claims  recorded  in  the  fiscal  year  ended 


September  30,  1980,  totaling  $30,200,000. 
Another  cause  of  the  difference  was  the 
decrease  in  the  number  of  new  net  claims 
over  $1,000,000,  resulting  in  a  decrease  of 
$8,500,000  in  1980  as  compared  to  1979. 

The  actuarial  adjustment  of  $3,394,000 
consists  of  two  major  components.  The 
first  is  a  $46,000,000  credit  resulting  from  a 
change  in  the  interest  rates  (from  7  3/4% 
in  1979  to  9%  in  1980  which  change  is  at- 
tributable to  the  change  in  the  PBGC's 
closeout  rate)  used  to  value  the  Corpora- 
tion's liabilities.  The  second  principal  item 
is  represented  by  a  charge  of  $36,000,000 
which  is  a  result  of  the  increase  in  the 
present  value  of  the  Corporation's  liabili- 
ties due  to  the  passage  of  time.  Since  the 
program  is  not  fully  funded,  this  charge 
exceeds  investment  income. 

Administrative  expenses  were  24% 
higher  in  1980  than  in  1979,  due  to  infla- 
tionary factors  and  to  stepped  up  activi- 
ties in  connection  with  processing  plan 
data  and  the  requirements  of  new  multi- 
employer legislation. 


19 


Pension  Benefit  Guaranty  Corporation 
Combined  Statements  of  Financial  Condition 

(Dollars  in  thousands) 


Single-Employer  Fund 

Multiemployer  Fund 

Combined 

Yearl 

Ended 

Year 

Ended 

Year  Ended 

September  30, 

September  30, 

Septem 

ber  30, 

1980 

1979 

1980 

1979 

1980 

1979 

Assets 

Investments,  at  market  — Notes  2C 

and  3: 

U.S.  Government  securities 

$144,977 

$128,141 

$  6,229 

$  8,433 

$151,206 

$136,574 

Common  stock  and  other  equity 

securities 

105,655 

60,819 

10,012 

7,034 

115,667 

67,853 

Commercial  paper  and  certificates 

of  deposit 

9,771 

11,258 

178 

459 

9,949 

11,717 

Corporate  bonds 

588 

107 

— 

— 

588 

107 

Insurance  contracts 

27,247 

23,065 

— 

— 

27,247 

23,065 

Real  estate  mortgages  and 

miscellaneous 

351 

223 

1,007 

1.113 

1,358 

1,336 

Total  investments 

288,589 

223.613 

17,426 

17,039 

306,015 

240,652 

Cash 

1,089 

478 

199 

360 

1,288 

838 

Premium  income  receivable— Note  2E 

2,739 

2,543 

726 

383 

3,465 

2,926 

Accrued  investment  income 

5,534 

3,792 

329 

362 

5,863 

4,154 

Other  receivables— Note  2C 

14,635 

9,056 

— 

177 

14,635 

9,233 

Amounts  due  for  employer  liability- 

Note  2D: 

By  agreement 

3,191 

3,028 

1,090 

1,615 

4,281 

4,643 

Estimated  future  settlements 

44,972 

39,568 

1,118 

549 

46,090 

40,117 

Assets  of  terminated  plans,  not  in 

trusteeship— Note  2C 

68,027 

49,500 

138 

— 

68,165 

49,500 

Furniture  and  equipment,  net  — Note  2F 

759 

738 

72 

66 

831 

804 

$429,535 

$332,316 

$21,098 

$20,551 

$450,633 

$352,867 

See  notes  to  combined  financial  statements. 
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■ 


(Dollars  in  thousands) 


Single-Employer  Fund 


Multiemployer  Fund 


Combined 


Year  Ended 

September  30, 
1980  1979 


Year  Ended 

September  30, 
1980  1979 


Year  Ended 

September  30, 
1980  1979 


Liabilities 

Reserve  for  guaranteed  benefits: 
Present  value  of  future  benefits  for 

terminated  plans— Note  2G1  $462,000 

Estimated  net  claims  for  pending 

terminations— Note  2G2 44,000 


$425,000 
35,000 


$28,700 


$19,167 


$490,700 
44,000 


$444,167 
35,000 


506,000 


460,000 


28,700 


19,167 


534,700 


479,167 


Unearned  premium  income— Note  2E 
Accounts  payable 

Accrued  expenses  and  other  liabilities- 
Note  2H 


14,361 
2,735 

1,045 


13,364 
4,480 

865 


707 
158 

68 


671 
487 

226 


15,068 
2,893 

1,113 


14,035 
4,967 

1,091 


524,141 


478,709 


29,633 


20,551 


553,774 


499,260 


Deficiency  in  Assets; 

Note  4: 

Accumulated(decrease)  from  operations: 
Single-employer  fund 
Multiemployer  fund 

Amount  of  liabilities  offset  due  to  statu- 
tory coverage  limitation  by  reducing, 
the  present  value  of  future  benefits 


(94,606)  (146,393) 


(8,535)  (10,933) 


(94,606) 
(8,535) 


(146,393) 
(10,933) 


for  terminated  plans 

— 

— 

— 

10,933 

— 

10,933 

(94,606) 

(146,393) 

(8,535) 

— 

(103,141) 

(146,393) 

Commitments  and  Contingencies  — 

Notes  2H,  6  and  7 

$429,535 

$332,316 

$21,098 

$20,551 

$450,633 

$352,867 

See  notes  to  combined  financial  statements. 
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Pension  Benefit  Guaranty  Corporation 

Combined  Statements  of  Operations  and  Changes  in  the  Deficiency  in  Net  Assets 

(Dollars  in  thousands) 


Single-Employer  Fund 


Multiemployer  Fund 


Combined 


Year  Ended 

September  30, 
1980  1979 


Year  Ended 

September  30, 
1980  1979 


Year  Ended 

September  30, 
1980  1979 


(Restated; 
see  Note  2D) 


Revenues 

Premium  income— Note  2E 
Investment  and  other  income- 
Notes  2C  and  3 


$  71,171         $     69,685 


22,257 


17,757 


Total 


93,428 


87,442 


Expenses 

Additions  to  reserve  for  guaranteed 
benefits— Note  2A 
Net  claims  for  terminated  plans: 
Present  value  of  liabilities 

assumed  — Note  2G 
Less— plan  assets  acquired- 
Note  2C 


78,071 


57,658 


116,232 
39,888 


Plan  asset  insufficiency 


20,413 


76,344 


Less— estimated  recoveries 
from  employers— Note  2D 


3,155 


7,177 


Net  claims 


17,258 


69,167 


Change  in  reserve  for  pending 
terminations 


9,000 


(1 ,000) 


Total 


26,258 


68,167 


Actuarial  adjustment  — Note  2G 

Administrative  expenses 

Total 

Income  over(under)  expenses 


(4,388) 
19,771 


12,064 
15,844 


41,641 


96,075 


51,787 


(8,633) 


Equity  (deficiency  in  assets)  at  begin- 
ning of  period  — Notes  5  and  6 

Change  in  statutory  limitation  of 
guaranteed  benefits  offset  against 
the  present  value  of  future  benefits 
payable  — Note  2G 


(146,393) 


(137,760) 


Equity  (deficiency  in  assets)  at  end 
of  period  


$(94,606)        $(146,393) 


See  notes  to  combined  financial  statements 


(Restated; 
see  Note  2D) 


(Restated; 
see  Note  2D) 


$  4,472 


1,847 


6,319 


1,487 


142 


1,345 


490 


855 


855 


994 
2,072 


3,921 


2,398 


-0- 


(10,933) 


$  (8,535) 


$3,732 


1,557 


5,289 


2,002 


342 


1,660 


532 


1.128 


1,128 


3,465 
1,737 


6,330 


(1,041) 


-0- 


1,041 


$  75,643 
24,104 


99,747 


79,558 
57,800 


21,758 


3,645 


18.113 


9,000 


27,113 


(3,394) 
21,843 


45,562 


54,185 


(146,393) 


(10,933) 


-0-         $(103,141) 


$  73,417 


19,314 


92,731 


118,234 
40,230 


78,004 


7.709 


70,295 


(1,000) 


69,295 


15.529 
17,581 


102,405 


(9,674) 


(137,760) 


1,041 


$  (146,393) 
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Pension  Benefit  Guaranty  Corporation 

Combined  Statements  of  Changes  in  Financial  Condition 

(Dollars  in  thousands) 


Single-Employer  Fund 

Multiemployer  Fund 

Combined 

Year 

Ended 

Year 

Ended 

Year  Ended 

September  30, 

September 

30, 

September  30, 

1980 

1979 

1980 

1979 

1980 

1979 

Source  of  Funds  from  Operations 

Income  over(under)  expenses 

$  51,787 

$    (8,633) 

$2,398 

$ 

(1,041) 

$  54,185 

$    (9,674) 

Charges  to  operations  not  affecting 

cash  &  investments: 

Depreciation 

147 

103 

17 

11 

164 

114 

Present  value  of  liabilities  assumed 

78,071 

116,232 

1,487 

2,002 

79,558 

118,234 

Actuarial  adjustment 

(4,388) 

12,064 

994 

3,465 

(3,394) 

15,529 

Increase(decrease)  in  reserve  for 

pending  terminations 

9,000 

(1,000) 

— 

— 

9,000 

(1,000) 

Increase(decrease)  in  unearned 

premiums 

997 

(1,985) 

36 

69 

1,033 

(1,916) 

Total  provided  by  (used  for)  operations 

135,614 

116,781 

4,932 

4,506 

140,546 

121,287 

Uses  of  Funds 

Additions  to  furniture  and  equipment 

168 

143 

22 

15 

190 

158 

Increase(decrease)  in  other  assets 

7,517 

8,371 

133 

263 

7,650 

8,634 

(Increase)decrease  in  other  liabilities 

1,565 

(3,343) 

487 

(415) 

2,052 

(3,758) 

Increase(decrease)  in  assets  of 

terminated  plans 

18,527 

2,707 

138 

— 

18,665 

2,707 

Increase  in  amounts  due  from  employers 

5,567 

5,154 

44 

(39) 

5,611 

5,115 

Benefit  payments 

36,683 

32,296 

3,882 

4,367 

40,565 

36,663 

Total  uses  (additional  sources) 

70,027 

45,328 

4,706 

4,191 

74,733 

49,519 

Increase  in  cash  and  investments 

$  65,587 

$  71,453 

$    226 

$    315 

$  65,813 

$  71,768 

See  notes  to  combined  financial  statements. 
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Notes  to  Combined  Financial 
Statements 

Pension  Benefit  Guaranty 
Corporation 

September  30,  1980 


Note  1  —  Organization  and  Purpose 

The  Pension  Benefit  Guaranty  Corpora- 
tion (PBGC)  is  a  federal  government 
corporation  which  guarantees  basic 
pension  benefits.  This  coverage  is 
provided  within  statutory  limits  to 
participants  in  all  covered  private  defined 
benefit  pension  plans. 

PBGC  is  a  self-financed  corporation 
which  is  subject  to  the  provisions  of  the 
Government  Corporation  Control  Act. 
PBGC's  income  is  derived  primarily  from 
premiums  paid  by  covered  pension  plans. 
PBGC  was  created  by  Title  IV  of  the  Em- 
ployee Retirement  Income  Security  Act  of 
1974  (ERISA)  and  its  activities  are  defined 
in  ERISA  as  amended.  PBGC  commenced 
operations  on  September  2,  1974. 

When  a  single  employer  plan  covered 
by  PBGC  terminates,  PBGC  is  liable  for 
the  payment  of  all  guaranteed  benefits  in 
the  plan.  The  net  liability  or  net  claim 
assumed  by  PBGC  is  equal  to  the  present 
value  of  the  guaranteed  benefits  less  (1) 
the  amounts  that  are  provided  by  the 
plan's  assets  and  (2)  the  amounts  that  are 
recoverable  by  PBGC  from  the  employer(s) 
that  maintained  the  plan. 

PBGC  may  also  be  contingently  liable 
in  the  event  an  insurance  carrier  should 
fail  to  pay  benefits  for  annuities  pur- 
chased by  a  plan  pursuant  to  receiving  a 
Notice  of  Sufficiency.  Since  these  annu- 
ities must  be  purchased  from  carriers 
licensed  by  a  state  or  the  District  of 
Columbia,  PBGC  regards  the  potential  of 
such    a    claim    materializing    as    being 


remote.  No  provision  is  made  in  the  state- 
ments for  this  contingency. 

PBGC  insurance  coverage  applies  to  all 
single  and  multiemployer  defined  benefit 
plans  that  meet  the  criteria  specified  in 
Section  4021  of  ERISA.  Public  Law  96-364, 
the  Multiemployer  Pension  Plan  Amend- 
ments Act  of  1 980  (Multiemployer  Act)  was 
signed  into  law  on  September  26,  1980.  It 
significantly  changed  the  nature  of  the 
multiemployer  insurance  program.  (See 
Note  5,  "Multiemployer  Plans.") 


Note  2  —  Basis  of  Financial  Statements 

2  A.   Basic  Accounting  Policies 

2  A  1.   Single  Employer  Fund 

The  Single  Employer  Fund  includes 
the  assets  and  liabilities  of  all  defined 
benefit  pension  plans  for  which  PBGC 
is  trustee,  as  well  as  those  plans  which 
have  terminated  and  are  expected  to 
result  in  PBGC  trusteeship.  PBGC's 
liabilities  and  the  resulting  net  claims 
are  recognized  as  of  the  date  of  plan 
termination  for  single  employer  plans. 
PBGC's  net  claim  is  determined  as  of 
the  date  of  termination.  The  net  claim  is 
equal  to  the  plan  asset  insufficiency 
(present  value  of  guaranteed  benefits 
less  plan  assets  acquired)  less  the 
estimated  present  value  of  amounts 
expected  to  be  recovered  from  the  em- 
ployees). In  accordance  with  the 
employer  liability  provisions  of  ERISA, 
the  latter  amount  is  collectable  from 
the  employer(s)  that  maintained  the 
plan. 
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2  A  2.  Multiemployer  Fund 

The  Multiemployer  Fund,  like  the  Sin- 
gle Employer  Fund,  includes  the  assets 
and  liabilities  of  all  defined  benefit  pen- 
sion plans  for  which  PBGC  is  trustee. 
For  those  multiemployer  plans  which 
terminated  prior  to  August  1,  1980, 
PBGC's  liability  is  recognized  as  of  the 
date  that  PBGC  agrees  to  grant  discre- 
tionary benefit  guarantees.  For  those 
plans  which  terminated  between 
August  1,  1980  and  September  25,  1980, 
liability  is  recognized  as  of  the  termina- 
tion date.  From  September  26,  1980, 
PBGC  may  loan  money  to  plans 
requesting  financial  assistance.  Claims 
arising  from  requests  for  financial 
assistance  will  be  recognized  when 
financial  assistance  commences. 

2  A3.  Single  and  Multiemployer  Funds 
The  statements  include  estimated 
financial  data  relating  to  certain  plans 
for  which  actual  data  was  unavailable 
to  PBGC.  In  some  cases,  a  final  determi- 
nation has  not  been  made  as  to  the 
effective  date  of  a  plan's  termination.  In 
these  cases  statements  reflect  the  date 
of  termination  which  PBGC  believes  is 
most  appropriate  under  the  circum- 
stances. Changes  in  these  values  are 
reflected  in  the  financial  statements  for 
the  period  in  which  revised  or  final  data 
becomes  available. 

In  addition,  the  statements  include  a 
provision  for  pending  terminations. 
That  provision  is  made  when  a  definite, 
identifiable  event  has  come  to  PBGC's 
attention,  prior  to  the  fiscal  year  end, 
and  it  believes  a  net  liability  will  result 
in  a  subsequent  period.  (See  Note  2G2, 
"Reserve  for  Pending  Terminations.") 


2  B.   Fund  Accounting 

PBGC  maintains  both  a  revolving  fund 
and  a  trust  fund  for  each  of  its  basic  bene- 
fit programs  (single  employer  and  multi- 
employer) as  required  by  ERISA.  For  pres- 
entation in  the  financial  statements,  the 
single  employer  revolving  and  trust  funds 
have  been  combined  as  have  the  multiem- 
ployer revolving  and  trust  funds.  The 
single  employer  and  multiemployer  funds, 
however,  are  separate  entities;  and  gains 
from  one  cannot  be  used  to  offset  losses 
from  the  other  fund. 


2  C.  Asset  Valuation 

Assets  assumed  by  PBGC  from  termi- 
nating plans  are  valued  at  fair  market 
value.  Insurance  contracts  are  valued  in 
accordance  with  the  rules  PBGC  has  pro- 
posed for  valuing  insurance  contracts. 
These  rules  measure  the  current  value  of 
the  unallocated  portion  of  insurance  con- 
tracts. The  value  reported  is  the  greater  of 
(1)  the  value  that  can  be  transferred  to 
PBGC  (its  cash  out  amount  based  on  the 
present  value)  or  (2)  the  value  to  PBGC  of 
the  benefits  that  could  be  purchased 
through  conversion  of  the  contract  to  fully 
allocated  annuities  under  the  relevant  in- 
surance contract.  Any  gain  or  loss  in  the 
value  of  all  assets,  whether  realized  or 
unrealized,  is  included  in  investment  in- 
come in  the  accompanying  combined 
statements  of  operations.  (See  Note  3, 
"Investment  Policy.") 
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The  combined  statement  of  operations 
and  change  in  the  deficiency  in  net  assets 
also  includes  an  amount  for  unpaid  em- 
ployer contributions  which  are  due  the 
plan  as  of  the  date  of  termination.  In  some 
cases,  the  value  is  based  on  amounts  sub- 
sequently paid  to  the  plan.  In  other  cases, 
it  is  based  on  PBGC's  estimates  of  the 
amount  due  the  plan.  For  plans  in  which 
PBGC  is  trustee,  amounts  unpaid  as  of  the 
fiscal  year  end  are  reported  under  other 
receivables. 


2  D.  Employer  Liability 

An  employer  is  liable  to  PBGC  when- 
ever a  plan  under  its  sponsorship  termi- 
nates without  sufficient  assets  to  pay  plan 
benefits  guaranteed  by  PBGC.  The 
amount  of  this  liability  is  the  excess  of  the 
value  of  the  guaranteed  benefits  over  the 
value  of  the  plan  assets;  however,  the  lia- 
bility cannot  exceed  30  percent  of  the 
employer's  statutory  net  worth.  This  liabil- 
ity is  measured  as  of  the  date  of  termina- 
tion. Amounts  estimated  to  be  recoverable 
from  employers  are  recognized  by  PBGC 
as  an  asset  as  of  the  date  of  termination. 

The  amounts  shown  as  recoverable  from 
employers  represent  the  total  estimated 


value  of  both  anticipated  settlements  with 
employers  for  liability  pursuant  to  the  Act 
and  amounts  recoverable  by  formal  agree- 
ment. Amounts  outstanding  and  recover- 
able by  formal  agreement  as  of  fiscal  year 
end  are  reported  separately.  A  significant 
portion  of  this  latter  amount  is  estimated 
since  much  of  the  final  amount  to  be  re- 
covered is  based  upon  the  outcome  of 
certain  contingencies  as  agreed  to  with 
the  sponsoring  employers  or  as  a  result  of 
litigation.  Estimated  future  recoveries  are 
based  in  certain  instances  on  estimated 
values  of  (1)  plan  liabilities  for  guaranteed 
benefits,  (2)  plan  assets  and/or  (3)  employer 
net  worth,  if  applicable.  Estimated  future 
recoveries  are  shown  net  of  an  estimated 
allowance  for  uncollectability.  The  esti- 
mated future  recovery  from  employers  has 
also  been  discounted  since,  as  of  the 
dates  of  the  comparative  statements,  this 
receivable  was  not  accruing  interest.  A 
PBGC  regulation  (29  CFR  Part  2622)  effec- 
tive April  1,  1981,  provides  that  PBGC 
charges  interest  on  unpaid  employer  liabil- 
ity beginning  April  1,  1981.  The  rate  of 
interest  will  be  the  rate  charged  by  the  IRS 
on  delinquent  tax  payments.  The  allow- 
ances and  discounts  are  shown  in  the 
table  below. 


(Dollars  in  thousands) 

Single 

-Employer                             Multiemployer 

September  30 

Allowance  for  uncollectability 
Discount 

1980 

5,219 
2,645 

1979                             1980               1979 

4,980                              151                  95 
7,209                                75                  55 
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The  decrease  in  the  discount  on  unpaid 
single  employer  liability  results  from  the 
employer  liability  regulation,  discussed 
above,  becoming  effective  April  1,  1981, 
thereby  reducing  the  discount  period  from 
eighteen  to  six  months.  The  income  appli- 
cable to  the  earned  discount  is  included  in 
Investment  and  Other  Income  in  the  Com- 
bined Statement  of  Operations  for  the 
period  ended  September  30,  1980.  It  is 
also  reflected  as  a  restatement  of  the 
amounts  reported  for  the  period  ended 
September  30,  1979  for  the  earned  dis- 
count applicable  to  that  period  previously 
included  in  net  claims. 

The  amounts  shown  are  based  on  the 
premise  that  the  employer  liability  provi- 
sions of  ERISA  as  interpreted  by  PBGC  are 
legally  enforceable.  There  have,  however, 
been  several  legal  challenges  to  these  pro- 
visions. To  date,  several  federal  courts 
have  ruled  in  favor  of  PBGC  on  this  issue. 
(See  Note  6,  "LITIGATION".) 


2  E.    Premium  Income 

All  premiums  are  recognized  as  revenues 
as  they  are  earned  during  the  year.  Plans 
are  required  to  pay  premiums  within  7 
months  after  the  beginning  of  the  plan 
year.  As  a  result,  a  receivable  for  premium 
income  earned  but  not  received  by  year 
end  is  normally  associated  with  plan  years 
that  begin  between  March  1  and  Septem- 
ber 30.  Unearned  premium  income,  which 
reflects  amounts  that  have  been  received 
but  not  yet  earned  is  normally  recorded  for 
plan  years  beginning  between  October  1 
and  March  1. 

ERISA  provides  that  PBGC  shall  not 
cease  to  guarantee  basic  benefits  because 
of  the  failure  of  a  plan  administrator  to  pay 
any  premium  when  due.  Management 
does  not  believe  nonpayment  of  premiums 
to  be  significant  in  comparison  to  the  total 
plan  universe.  PBGC,  as  provided  in  ERISA, 
is  authorized  to  assess  a  late  payment 
penalty.  In  addition,  interest  is  chargeable 
for  underpayment,  nonpayment,  or  late 
payment  of  premiums  and,  together  with 
refunds,  is  recognized  when  collected  or 
paid.  Management  does  not  believe  these 
amounts  to  be  significant  in  relation  to  the 
total  premiums  collected  by  PBGC. 

The  Multiemployer  Act  revised  the  multi- 
employer premium  schedule.  Under  ERISA, 
multiemployer  plans  previously  paid  an- 
nual premiums  at  a  rate  of  $.50  per  partici- 
pant. The  Multiemployer  Act  established  a 
graduated  increase  in  the  premium  rate 
for  multiemployer  plans  from  $.50  to  $2.60 
per  participant  over  a  10  year  period,  be- 
ginning when  the  Multiemployer  Act  was 
passed. 
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2  F.   Depreciation 

Depreciation  of  furniture  and  equipment 
is  provided  for  on  the  straight-line  basis 
over  the  estimated  useful  lives  of  the 
assets  which  range  from  5  to  10  years. 

Leasehold  improvements  (the  amounts 
of  which  are  not  significant)  have  been 
charged  to  operations  as  incurred. 


2  G.   Reserve  for  Guaranteed  Benefits 

2  G  1.    Present  Value  of  Future  Benefits 
for  Terminated  Plans 

The  Reserve  for  guaranteed  benefits 
represents  the  present  value  of  future  pay- 
ments of  guaranteed  benefits  for  plans 
which  have  terminated  as  of  the  end  of  the 
fiscal  year,  and  for  which  PBGC  either  has 
assumed  trusteeship  or  is  expected  to  be- 
come trustee.  It  is  computed  using  the 
actuarial  methods  prescribed  in  PBGC's 
Valuation  of  Plan  Benefits  Regulation 
(29  CFR  2619).  The  Reserve  for  guaranteed 
benefits  as  of  the  end  of  PBGC's  fiscal 
year  is  based  upon  the  actuarial  assump- 
tions in  effect  on  that  date. 

A  significant  portion  of  the  Reserve 
for  guaranteed  benefits  is  based  upon 
estimated  data,  since  a  final  actuarial 
determination  has  not  yet  been  made  by 
PBGC.  Any  changes  in  these  estimates 
are  reflected  in  the  fiscal  year  in  which  the 
benefits  are  actuarially  determined  or  re- 
estimated  by  PBGC. 

The  Reserve  for  guaranteed  benefits  is 
adjusted  subsequent  to  the  date  of  plan 
termination  to  reflect  benefits  paid,  the 
passage  of  time,  the  write-off  of  amounts 
not  recoverable  by  PBGC,  changes  in  ac- 
tuarial assumptions  and  other  factors.  The 
impact  of  these  adjustments  is  reported 
as  an  actuarial  adjustment  in  the  com- 
bined statement  of  operations. 


The  most  significant  actuarial  assump- 
tion is  the  assumed  rate  of  interest.  The 
rate  changed  for  participants  in  pay  status 
from  7.75%  as  of  September  30,  1979  to 
9.00%  as  of  September  30,  1980.  Compar- 
able changes  were  made  in  the  rates  used 
to  value  deferred  annuities. 

Prior  to  August  1, 1980,  PBGC  could  not 
guarantee  benefits  of  multiemployer  plans 
if  it  had  to  increase  premiums  or  borrow 
funds  to  do  so.  The  Multiemployer  Act 
required  PBGC  to  guarantee  benefits,  re- 
gardless of  its  financial  position.  As  a 
result,  $10,933,000  was  charged  to  net 
deficiency  in  assets  in  the  current  year  to 
provide  a  reserve  for  guaranteed  benefits. 

This  deficiency  results  from  plans  ac- 
cepted by  PBGC  for  benefit  guarantees 
made  by  PBGC  under  the  discretionary 
program. 

The  changes  in  the  Reserve  for  guaran- 
teed benefits  during  the  years  ending 
September  30,  1980  and  September  30, 
1979  are  summarized  in  the  accompanying 
table. 
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Analysis  of  the  Reserve  for  Guaranteed  Benefits 
for  the  Years  Ended  as  Indicated 


(Dollars  in  millions) 


Single- 

Single- 

Multi- 

Multi- 

Employer 

Employer 

employer 

employer 

Total 

Total 

9/30/80 

9/30/79 

9/30/80 

9/30/79 

9/30/80 

9/30/79 

Actuarial  adjustments: 

Increase  for  interest  due  to  the 

decrease  in  the  discount  period 
Change  in  interest  rate  used  to  value 

benefits 
Change  in  prior  years  aging  estimates 

Total  actuarial  adjustments  per 
statement  of  operations 

Increase  during  year  attributable  to  net 

benefits  guaranteed 
Elimination  (in  1980)  and  change  (in  1979) 

in  statutory  limitation 
Benefits  paid 

Net  increase  (decrease) 

Balance  at  beginning  of  year 

Balance  at  end  of  year 


$  33 


$  27 


$  3 


$  2 


$  36 


$  29 


(43) 
6 

(17) 
2 

(3) 
1 

(D 
2 

(46) 
7 

(18) 
4 

(4) 

12 

1 

3 

(3) 

15 

78 

116 

2 

2 

80 

118 

(37) 

(32) 

11 
(4) 

(D 
(4) 

11 
(41) 

(D 
(36) 

37 

96 

10 

0 

47 

96 

425 

329 

19 

19 

444 

348 

$462 

$425 

$29 

$19 

$491 

$444 

2G2.  Reserve  for  Pending  Terminations 

This  reserve  represents  a  provision  of 
certain  probable  net  claims  from  future 
plan  terminations.  It  is  based  upon  (1) 
available  information  on  certain  plans 
which  were  under  active  review  by  PBGC 
at  year  end  ($40  mi  1 1  ion  as  of  September  30, 
1980  and  $32  million  as  of  September  30, 
1979)  and  (2)  prior  experience  concerning 
terminations  which  have  occurred  priorto 
year  end,  but  for  which  PBGC  did  not  have 
specific  knowledge  as  of  the  date  the 
statements  were  prepared  ($4  million  as 
of  September  30, 1980  and  $3  million  as  of 
September  30,  1979).  Most  of  the  plans 
listed  as  under  active  review  terminated 
subsequent  to  September  30, 1980. 

In  addition  to  the  plans  discussed 
above,   there  were  several   other  plans 


under  review,  when  these  statements 
were  completed,  for  which  management 
believes  there  was  a  reasonable  chance 
that  a  future  net  claim  might  arise.  Based 
upon  the  information  currently  available, 
the  possible  liability  for  these  additional 
plans  is  estimated  to  be  up  to$1 30  million. 
There  continue  to  be  a  number  of  other 
potential  plan  terminations  of  which 
PBGC  is  aware.  In  these  cases,  the  possi- 
bility of  a  claim  was  either  not  deemed 
sufficiently  likely  or  insufficient  informa- 
tion was  available  to  develop  an  estimate 
of  the  magnitude  of  a  possible  future 
PBGC  liability.  No  provision  has  been 
made  for  liabilities  that  could  result  from 
these  terminations. 
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2H.  Deferred  Compensation 

Employees  are  permitted  to  accumu- 
late certain  unused  annual  leave  which  is 
payable  when  taken,  upon  severance  of 
employment,  or  retirement.  Approximately 
$760,000  of  the  amount  shown  as  accrued 
expenses  represents  accrued  unused  an- 
nual leave  as  of  September  30,  1980  com- 
pared to  $577,000  as  of  September  30, 
1979. 

No  accrual  for  accumulated  unused 
sick  leave  is  recorded  since  employees  do 
not  have  a  formal  vested  interest  in  such 
leave  until  they  reach  retirement  age.  In 
such  cases,  the  vested  interest  pertains 
to  retirement  benefits  payable  under  the 
federal  retirement  system.  No  amounts 
are  paid  unless  sick  leave  is  used. 

There  was  no  significant  PBGC  liability 
outstanding  as  of  September  30,  1980  in 
connection  with  the  participation  of 
PBGC's  employees  in  the  federal  retire- 
ment system.  PBGC's  liability  is  7%  of 
the  salary  of  covered  employees.  This 
amount  is  paid  on  a  current  basis. 


Note  3  —  Investment  Policy 

Premium  receipts  are  credited  to  the 
appropriate  revolving  funds.  To  the  extent 
that  such  funds  exceed  current  needs, 
PBGC  is  required  to  invest  these  funds  in 
securities  issued  or  guaranteed  by  the 
United  States  Government.  Trust  fund 
assets  include  both  assets  of  terminated 
plans  and  employer  liability  payments. 
Those  assets,  once  they  have  been  trans- 
ferred to  PBGC's  independent  money 
managers,  are  invested  primarily  in  equity 
securities  selected  by  the  managers. 

The  basis  and  types  of  investments, 
which  are  carried  in  the  combined  state- 
ment of  financial  condition  at  market 
value  (See  Note  2C  "Asset  Valuation"), 
are  shown  in  the  following  table.  It  ex- 
cludes assets  of  terminated  plans  which 
were  not  in  PBGC  trusteeship  as  of  the 
respective  statement  dates.  Those  assets 
are  reported  separately  until  PBGC 
becomes  trustee,  at  which  time  they  are 
reclassified. 


(Dollars  in  thousands) 


Year  Ended 


Year  Ended 


September  30. 


1980 


Basis 


Market 
Value 


U.S.  Government  securities $168,534  $151,206 

Common  Stock  and  other  equity  securities   ....  93,919  115.667 
Commercial  Paperand  certificates 

ofdeposit 9,949  9.949 

Corporate  bonds   564  588 

Insurance  contracts 23,559  27.247 

Real  Estate  and  mortgages 1,354  1,358 

Totals                                                                      "      $297.879  $306.015 


1979 


Basis 


Market 
Value 


$141,336 

$136,574 

61.172 

67,853 

11,717 

11,717 

108 

107 

21,529 

23,065 

1,437 

1,336 

$237,299     $240,652 
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Investment  and  other  income  reported 
in  the  accompanying  Combined  State- 
ment of  Operations  (which  also  includes 
income  since  the  date  of  termination  for 
plans  identified  for  potential  or  actual 
trusteeship  during  the  year)  consist  of: 


budget  of  the  United  States  Government. 
The  Multiemployer  Act  provides  that  for 
fiscal  years  beginning  after  September  30, 
1980,  PBGC's  receipts  and  disbursements 
shall  be  included  in  the  totals  of  the 
budget  of  the  United  States  Government. 


(Dollars  in  thousands) 


Year  Ended 


Year  Ended 


September  30, 


1980 


1979 
Restated 


Interest,  dividends  and  other  investment 

income 
Interest  on  employer  liability 

(see  Note  2D) 
Realized  and  unrealized  gains 

and  (losses) 


$20,909 

$14,727 

4,528 

2,619 

(1,333) 

1,968 

Totals 


$24,104 


$19,314 


Note  4  —  Financing 

4  A.  General 

PBGC  programs  are  required  by  ERISA 
to  be  self-financing.  PBGC's  operations 
are  financed  through  premiums  collected 
from  ongoing  covered  plans,  investment 
income,  assets  acquired  from  terminated 
plans,  and  the  collection  of  employer 
liability  payments  due  under  ERISA  as 
amended.  In  addition,  PBGC  may  borrow 
up  to  $100  million  from  the  Treasury  to 
finance  its  operations.  No  debt  was  out- 
standing in  connection  with  this  borrow- 
ing authority  during  Fiscal  1980  and  1979. 
No  use  of  this  borrowing  authority  is  con- 
templated. The  Employee  Retirement 
Income  Security  Act  of  1974  provided 
under  Title  IV  that  the  U.S.  Government  is 
not  liable  for  any  obligation  or  liability 
incurred  by  PBGC. 

ERISA  originally  provided  that  the 
receipts  and  disbursements  of  PBGC 
should  not  be  included  in  the  totals  of  the 


4  B.  Single  Employer  Program 

During  1980  and  1981 ,  PBGC  conducted 
a  study  based  on  past  and  expected 
experience  in  order  to  determine  whether 
the  $2.60  per  participant  premium  current- 
ly charged  is  adequate  to  (1)  meet  future 
net  claims  and  (2)  amortize  the  deficit 
applicable  to  the  single  employer  basic 
benefits  program.  The  results  of  that 
study  concluded  that  a  significant  in- 
crease in  premiums  is  appropriate. 
Management  is  now  considering  how  to 
coordinate  a  request  for  a  premium  in- 
crease with  proposals  expected  to  be 
considered  in  Congress  for  restructuring 
the  Single  Employer  program.  Such 
proposals  would  have  a  major  impact  on 
the  Single  Employer  Program. 
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Note  5  —  Changes  in  Provisions  Affecting 
Multiemployer  Coverage 

For  multiemployer  plans  terminating 
prior  to  August  1 ,  1980,  PBGC  could  grant 
discretionary  coverage.  As  of  June  12, 
1981,  PBGC  was  considering  six  plans  for 
discretionary  coverage.  PBGC  had 
decided  to  cover  3  plans  with  an  esti- 
mated net  claim  of  $700,000  subsequent 
to  year  end.  It  was  decided  not  to  cover 
one  of  the  six  plans,  and  two  plans  with  an 
estimated  net  claim  of  $31 1 ,000  were  still 
under  consideration.  None  of  the  afore- 
mentioned plans  are  included  in  the 
statements. 

PBGC  was  required  by  ERISA  to  provide 
coverage  for  multiemployer  plans  termi- 
nating between  August  1,  1980  and 
September  25,  1980.  One  plan  terminated 
during  this  period.  Since  coverage  during 
that  period  was  mandatory,  this  claim  is 
reflected  in  these  statements. 

On  September  26,  1980,  the  Multi- 
employer Act  was  signed  into  law.  The 
Multiemployer  Act  provides  that  PBGC 
will  provide  financial  assistance  and  guar- 
antee benefits  for  insolvent  plans  after 
September  26,  1980.  Guaranteed  benefits 
under  a  multiemployer  plan  differ  from 
guaranteed  benefits  under  a  single 
employer  plan.  Under  a  multiemployer 
plan,  the  guaranteed  benefit  is  limited  to 
100%  of  the  first  $5  of  the  employees 
accrual  rate  plus  a  fraction  (either  65%  or 
75%)  of  the  lesser  of  $15  or  the  accrual 
rate  in  excess  of  $5,  times  years  of 
credited  service.  Financially  troubled 
multiemployer  plans  are  allowed  to 
reduce  their  benefits.  An  insolvent  plan 
must  reduce  certain  benefits.  Although 
no  plan  may  reduce  its  benefits  below 
guaranteed  levels,  insolvent  plans  are 
required  to  suspend  benefits  in  certain 
cases. 


PBGC  provides  financial  assistance  to 
plans  applying  for  it  in  accordance  with 
the  terms  of  the  statute.  If  the  plan  spon- 
sor of  an  insolvent  plan,  in  which  the 
maximum  amount  of  monthly  benefit  pay- 
ments the  plan  can  afford  to  pay  (resource 
benefit  level)  exceeds  the  plan's  basic 
benefits,  believes  that  the  plan  will  not  be 
able  to  pay  the  guaranteed  basic  benefits 
for  a  particular  month,  the  plan  sponsor 
may  apply  to  PBGC  for  financial 
assistance. 

If  an  insolvent  plan's  basic  benefits  for 
a  given  year  exceed  the  resource  benefit 
level,  the  plan  sponsor  must  apply  to 
PBGC  for  financial  assistance. 

No  plans  were  granted  financial  assis- 
tance prior  to  October  1,  1980.  One  plan 
requested  financial  assistance,  subse- 
quent to  year  end,  and  a  secured  loan  of 
$311,310  will  be  made  to  the  plan,  to  be 
repaid  by  August,  1983. 

A  multiemployer  plan  can  terminate 
only  if  (1)  by  plan  amendment  it  either 
freezes  the  accrual  and  vesting  of  bene- 
fits, or  converts  to  a  defined  contribution 
plan,  or  (2)  every  employer  withdraws  from 
the  plan  or  ceases  to  have  an  obligation  to 
contribute  to  the  plan.  All  employers  who 
have  completely  or  partially  withdrawn 
from  a  multiemployer  plan  must  pay  their 
share  of  the  plan's  liability  for  unfunded 
vested  benefits  by  continuing  payments 
to  the  plan.  The  amount  of  the  withdrawal 
liability  is  determined  using  one  of  several 
allocation  methods  described  in  the 
statute  or  in  regulations  promulgated  by 
PBGC  (29  CFR  Part  2642). 

The  withdrawn  employer's  annual  pay- 
ment is  generally  based  upon  the  highest 
three  consecutive  years  of  annual  contri- 
bution base  units  multiplied  by  the  high- 
est contribution  rate  for  the  prior  five 
years.  This  payment  is  for  twenty  years, 
unless  the  full  amount  of  the  liability  can 
be  amortized   sooner.   Where  the  with- 
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drawn  employer  sells  most  or  all  of  its 
assets  in  an  arm's  length  transaction,  the 
amount  of  the  unfunded  vested  benefits 
allocated  to  that  employer  is  limited  to  the 
greater  of:  (1)  the  amount  of  unfunded 
vested  benefits  attributable  to  that 
employer's  employees,  or  (2)  a  percentage 
of  the  employer's  net  worth.  The  marginal 
rate  of  the  net  worth  percentage  in  alterna- 
tive (2)  varies  from  30%  to  80%. 

Plans  that  terminate  by  mass  with- 
drawal (complete  withdrawal  by  every 
employer)  may  be  trusteed  by  PBGC. 
However,  PBGC  will  not  become  liable 
until  the  assets  become  insufficient  to 
pay  basic  guaranteed  benefits.  So  as  to 
avoid  any  claim  on  the  insurance  system, 
fluctuations  in  asset  values  between  the 
present  value  of  guaranteed  and  full 
accrued  benefits  will  cause  a  change  in 
the  amount  of  subsequent  benefit  pay- 
ments to  participants.  No  terminations  by 
mass  withdrawals  requiring  PBGC 
trusteeship  had  occurred  during  either 
Fiscal  Year  1980,  or  prior  to  the  issuance 
of  these  financial  statements. 


Note  6  —  Litigation 

Litigation  involving  significant  finan- 
cial implications  is  currently  pending.  The 
issues  with  the  most  significant  financial 
implicationsare: 

6  A.  Whether  Title  IV's  employer  liabil- 
ity provisions  violate  the  U.S.  Constitution. 
A  final  adverse  ruling  on  constitutional 
grounds  would  restrict  PBGC's  ability  to 
collect  employer  liability,  and  could  result 
in  an  increase  in  PBGC's  deficiency  in 
assets.  To  date,  several  federal  courts 
have  ruled  in  favor  of  PBGC  on  this  issue. 
The  Supreme  Court  has  refused  to  review 
a  U.S.  Court  of  Appeals  decision  in  favor 


of  PBGC.  However,  there  are  a  number  of 
other  cases  in  which  this  issue  is  still 
pending. 

6  fi.  Whether  members  of  a  controlled 
group  of  businesses  are  jointly  and  sever- 
ally liable  for  the  underfunding  of  a  plan, 
based  on  the  consolidated  fair  market 
value  of  the  entire  group.  Final  adverse 
rulings  on  this  issue  would  restrict 
PBGC's  ability  to  assess  employer  liabil- 
ity against  those  members  of  a  controlled 
group  whose  immediate  employees  did 
not  participate  in  the  terminated  plan.  A 
U.S.  Court  of  Appeals  has  ruled  in  favor  of 
PBGC  in  one  case.  The  Supreme  Court 
has  refused  to  review  that  decision.  How- 
ever, there  are  a  number  of  other  cases  in 
which  this  issue  is  still  pending. 

6C.  Whether  Title  IV's  multiemployer 
program  violates  the  U.S.  Constitution.  A 
complaint  was  filed  challenging  the  con- 
stitutionality of  the  discretionary  multi- 
employer program  as  created  by  the 
Employee  Retirement  Income  Security 
Act  of  1974.  The  complaint  was  later 
amended  to  also  challenge  the  mandatory 
multiemployer  program  as  created  by  the 
Multiemployer  Pension  Plan  Amend- 
ments Act  of  1980.  The  action  is  now 
pending  in  a  U.S.  District  Court.  A  final 
adverse  ruling  on  the  constitutionality  of 
either  program  could  require  the  return  of 
premiums  previously  paid  to  PBGC  and 
lead  to  comparable  actions  by  similar 
plans.  A  final  adverse  opinion  on  the  con- 
stitutionality of  the  mandatory  multi- 
employer program  could  also  prohibit 
future  premium  collections  with  respect 
to  multiemployer  plans.  Such  an  adverse 
ruling  would  greatly  limit  the  sources  of 
funds  available  to  meet  PBGC's  liability 
for  benefit  obligations  under  the  multi- 
employer program  and  could  affect 
PBGC's  obligation  to  guarantee  benefits. 


33 


6  D.  Whether  certain  pension  plans  ter- 
minated during  the  discretionary  cover- 
age period  for  single  employer  plans 
(July  1,  1974  through  and  including 
September  1,  1974).  Participants  in  plans 
terminated  during  this  period  are  entitled 
to  guaranteed  benefits  but  sponsors  of 
these  plans  are  not  liable  for  employer 
liability.  Participants  in  certain  plans  are 
claiming  guaranteed  benefits  although 
PBGC  has  determined  that  the  termina- 
tions occurred  prior  to  the  discretionary 
coverage  period.  Final  adverse  rulings  in 
these  cases  could  increase  PBGC's  defi- 
ciency in  assets. 

6E.  Whether  PBGC,  as  trustee  of  a 
pension  plan,  has  the  right  to  collect 
unpaid  employer  contributions,  in  addi- 
tion to  employer  liability  under  Section 
4062  of  ERISA.  A  bankruptcy  trustee 
claims  that  PBGC's  exclusive  remedy  is 
employer  liability  and  therefore  PBGC  is 
prevented  by  ERISA  from  any  recovery 
where  there  is  no  net  worth.  A  final 
adverse  ruling  could  limit  PBGC's  ability 
to  recover  unpaid  contributions  and  could 
result  in  an  increase  in  PBGC's  deficiency 
in  assets. 

6  F.  Whether  certain  pension  funds  to 
which  more  than  one  employer  contrib- 
utes, are  single  plans  or  aggregates  of 
single  plans.  In  certain  circumstances 
PBGC  has  taken  the  position  that  a  fund 
is  a  single  plan  and  that  the  withdrawal  of 
a  contributing  employer  does  not  cause  a 
termination.  In  other  circumstances, 
PBGC  asserts  that  a  cessation  of  an 
employer's  participation  in  a  fund  consti- 
tutes a  termination  of  that  employer's 
plan  (which  is  one  of  a  group  of  plans  con- 
stituting the  fund).  If  the  courts  conclude 
that  terminations  have  occurred  in  cir- 


cumstances where  PBGC  contends  they 
have  not,  it  would  increase  PBGC's  defi- 
ciency in  assets  since  some  sponsors  will 
not  be  fully  liable  for  the  resulting  plan 
asset  insufficiency. 

6  G.  Where  certain  individuals  or 
groups  of  individuals  were  wronglydenied 
benefits  by  PBGC.  Actions  are  now  pend- 
ing in  several  District  Courts.  Final 
adverse  rulings  in  these  cases  could 
result  in  an  increase  in  PBGC's  deficiency 
in  assets. 

6  H.  Whether  the  U.S.  District  Court 
has  established  an  appropriate  date  of 
termination  for  a  terminated  insufficient 
pension  plan.  A  U.S.  Court  of  Appeals  has 
ruled  that  the  date  of  termination  should 
be  established  by  balancing  the  interests 
of  the  plan  participants  with  the  interest 
of  the  PBGC  as  an  insurer.  PBGC  has  filed 
a  notice  of  appeal  alleging  that  a  U.S. 
District  Court  erred  in  establishing  the 
date  of  plan  termination  later  than  the 
date  PBGC  requested.  Since  participants 
accrue  benefits  until  the  date  of  plan 
termination,  a  final  adverse  ruling  would 
increase  PBGC's  deficiency  in  assets. 

61.  Whether  the  PBGC  wrongly 
refused  to  agree  to  the  terminations  of 
certain  individual  pension  plans.  Actions 
were  recently  initiated  by  plan  sponsors 
at  the  U.S.  District  Court  level.  Final 
adverse  rulings  in  these  cases  could  in- 
crease PBGC's  deficiency  in  assets  by  as 
much  as  $35  million. 


Note  7  —  Commitments 

PBGC  leases  its  office  facility  under  an 
agreement  which  expires  on  September  1 , 
1985.  Annual  payments  during  the  period 
October  1 , 1 980  to  September  30, 1985  are 
expected  to  be  approximately  $1 ,200,000. 
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Introduction 

Section  4008  of  ERISA  requires  that 
PBGC's  Annual  Report  include  an  actu- 
arial evaluation  of  expected  operations 
and  a  projection  of  the  status  of  funds  for 
the  next  five  years  —  in  this  case  from 
October  1,  1980  through  September  30, 
1985  (fiscal  years  1981  through  1985).  The 
evaluation  is  based  upon  the  reported 
financial  condition  of  the  Corporation  as 
of  September  30,  1980,  as  stated  in  the 
combined  financial  statements  presented 
on  pages  18  to  21  of  this  Annual  Report. 

In  addition  to  the  single  employer  pro- 
gram, ERISA  as  enacted  in  1974,  provided 
discretionary  benefit  guarantees  for 
multiemployer  plans  until  1978.  Congress 
subsequently  extended  the  discretionary 
guarantee  period  through  July,  1980.  On 
August  1,  1980,  mandatory  benefit  guar- 
antees for  multiemployer  plans  went  into 
effect.  On  September  26,  1980,  the  multi- 
employer program  was  restructured  with 
the  passage  of  the  Multiemployer  Pen- 
sion Plan  Amendments  Act  of  1980.  Back- 
ground information  on  the  new  law  and  a 
summary  of  its  major  provisions  are  pre- 
sented on  pages  8  to  11  of  this  Annual 
Report. 

This  Report  contains  a  review  of 
PBGC's  experience  to  date  for  both  the 
single  employer  and  multiemployer  pro- 
grams. However,  due  to  the  Corporation's 
limited  experience  with  multiemployer 
plans,  projections  for  only  the  single 
employer  program  have  been  included. 


Findings 

Liabilities  as  of  September  30, 1 980 

The  major  component  of  the  liabilities 
of  the  Corporation  is  the  Reserve  for  Guar- 
anteed Benefits.  The  reserve  represents 
the  present  value  of  guaranteed  benefits 
payable  to  participants  of  terminated 
plans,  based  on  the  valuation  assump- 
tions in  effect  on  September  30,  1980. 
These  assumptions  are  detailed  in 
PBGC's  regulation  on  Valuation  of  Plan 
Benefits  (29  CFR  2619).  The  major 
assumptions  are  a  9.00%  interest  rate  for 
valuing  immediate  annuities,  other  quan- 
tities for  valuing  deferred  annuities,  and 
the  PBGC  mortality  tables.  (The  mortality 
tables  used  by  the  PBGC  for  healthy  lives 
are  the  UP-1984  tables  set  forward  one 
year  for  males  and  set  back  by  four  years 
for  females.) 

The  best  estimate  of  the  Reserve  would 
be  a  direct  valuation  using  the  factors  and 
methods  prescribed  in  that  regulation. 
Complete  data  concerning  the  character- 
istics of  the  participants  for  whom  the 
PBGC  has  a  liability  is  unavailable.  This  is 
due,  in  part,  to  the  benefit  payments 
which  are  being  made  by  others  during 
the  interim  period  before  the  PBGC 
assumes  trusteeship  and  direct  payment 
of  benefits  for  a  terminated  plan.  This  lack 
of  complete  data  necessitates  the  use  of 
estimation  techniques  based  upon  the  lia- 
bilities of  the  plan  as  of  the  date  of  plan 
termination. 

A  computer  model  is  used  to  simulate 
the  "aging  of  participants".  It  measures 
how  the  payment  of  benefits,  deaths,  and 
the  reduced  discount  resulting  from  the 
passage  of  time  affect  the  present  value 
of  the  liability  to  pay  future  benefits. 

The  model  utilizes  those  actuarial 
assumptions  in  effect  both  on  the  date  of 
plan  termination  and  at  fiscal  year  end. 


1980 

Actuarial 

Report 
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The  values  are  applied  to  a  distribution  of 
the  value  of  the  benefits  according  to  the 
age  of  the  participants. 

The  distribution  of  ages  for  FY80  is 
based  upon  data  on  approximately  15,900 
participants  to  whom  the  PBGC  pays  or 
has  made  arrangements  to  pay  benefits 
directly,  and  for  whom  sufficient  actuarial 
data  was  available.  Of  these  15,900  par- 
ticipants, about  12,600  are  covered  under 


Table  1 

Distribution  of  Benefits  by 

Age  of  Participant/Beneficiary 

(Percentage) 

Totals  in  followin 

g  Tables  may  not 

add  due  to  rounding. 

A.  Retired  Lives 

Participants/ 

Amount  of 

Age 

Beneficiaries 

Benefits 

Under  45 

0.2% 

0.2% 

45-49 

0.8 

0.8 

50-54 

4.3 

4.3 

55-59 

13.2 

14.8 

60-64 

25.0 

28.2 

65-69 

24.1 

25.2 

70-74 

16.8 

14.7 

75-79 

9.5 

7.4 

80  and  older 

6.1 

4.5 

Total 

100.0% 

100.0% 

B.  Deferred  Vested  Lives 

Participants/ 

Amount  of 

Age 

Beneficiaries 

Benefits 

Under  30 

0.6% 

0.3% 

30-34 

2.4 

1.5 

35-39 

5.3 

3.6 

40-44 

11.8 

10.7 

45-49 

22.2 

23.2 

50-54 

28.4 

30.4 

55-59 

22.1 

23.5 

60-64 

6.4 

6.1 

65-69 

0.6 

0.6 

70  and  older 

0.3 

0.2 

Total 

100.0% 

100.0% 

the  single  employer  program  and  3,300 
are  covered  under  the  multiemployer  pro- 
gram. The  distribution  of  ages  and  bene- 
fits for  these  participants  (and  their  bene- 
ficiaries) are  shown  in  Table  1,  separately 
for  retired  and  deferred  vested  lives. 

In  addition,  in  calculating  the  reserve 
as  of  September  30. 1980,  data  on  the  type 
of  annuity  being  paid  to  the  participant  is 
being  utilized  forthe  first  time.  In  FY 79,  all 
annuities  were  assumed  to  be  single  life 
annuities  paid  to  a  healthy  annuitant.  As 
indicated  in  Table  2  a  single  life  annuity 
was  elected  by  about  4  out  of  5  partici- 
pants and  accounts  for  70.4%  of  the 
amount  of  monthly  benefits  being  paid  as 
of  the  end  of  FY80. 


36 


Table  2 

Distribution  of  Participants  and  Monthly  Benefits  by 

Type  of  Annuity  as  of  Date  of  Termination 

(Percentage) 


Type  of  Annuity 


Amount  of 

Participants 

Monthly  Benefits 

79.7% 

70.4% 

10.0 

11.5 

7.2 

11.2 

3.1 

6.9 

Single  Life 

Joint  &  Survivor  (J  &S) 

Period  Certain  &  Continuous  (C&C) 

Other 

Total 


100.0% 


100.0% 


The  estimate  of  the  Reserve  for  Guar- 
anteed Benefits  as  of  September  30, 1980 
is  $462.0  million  for  the  single  employer 
program  and  $28.7  million  for  the  multi- 
employer program.  The  single  employer 
reserve  was  based  upon  a  value  of  $529.2 
million  for  the  cumulative  sum  of  the  esti- 
mated value  of  guaranteed  benefits  (all 
valued  as  of  the  respective  dates  of  termi- 


nation for  each  plan).  The  multiemployer 
reserve  was  based  upon  a  $37.3  million 
value  for  guaranteed  benefits  as  of  the 
respective  dates  of  termination. 

The  causes  for  the  changes  in  the 
reserve  between  the  respective  dates  of 
plan  termination  and  September  30,  1980 
are  summarized  below. 


Table  3 

Analysis  of  Reserve  for  Guaranteed  Benefits 

(Dollars  in  millions) 


Single-  Multi- 

Employer         employer  Total 


Reserve  balance  at  plan  termination  valued  using  the 
rates  in  effect  at  each  plan's  Date  of  Termination 

Cumulative  impact  of  changes  in  the  interest  rates 
between  date  of  termination  and  September  30,  1980 

Reserve  balance  at  plan  termination  valued  using 
interest  rates  in  effect  as  of  September  30,  1980 

Increase  in  present  value  due  to  aging  of  the  reserve 
(passage  of  time) 

Benefits  paid  since  termination 

Reserve  balance  as  of  September  30,  1980 


$529.2 


$37.3 


$566.5 


(60.5) 

(4.0) 

(64.5) 

468.7 

33.3 

502.0 

114.7 

14.8 

129.5 

(121.4) 

(19.4) 

(140.8) 

$462.0 

$28.7 

$490.7 
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Change  in  the  Value  of  the  Reserve 

The  value  of  the  Reserve  for  Guaran- 
teed Benefits  as  of  the  end  of  each  fiscal 
year  has  been  as  follows: 


Table  4 

History  of  Reserve  for  Guaranteed  Benefits 

(Dollars  in  millions) 


Fiscal  Year  Ending 

Single-Employer 

Multiemployer 

w/statutory 

w/o  statutory 

limitation1 

limitation 

June  30,  1975 

$  58.0 

$  0.0 

$  0.0 

September  30,  1976 

144.0 

0.0 

0.0 

September  30,  1977 

209.0 

19.5 

32.0 

September  30,  1978 

329.0 

19.1 

29.0 

September  30,  1979 

425.0 

18.2 

30.1 

September  30,  1980 

462.0 

— 

28.7 

'The  statutory  limit  reflects  the  extent  to  which  the  PBGC  could  fund  the  liabilities  it  was  guaranteeing 
during  the  discretionary  coverage  period.  During  that  period,  the  PBGC  was  not  statutorily  liable  for  the 
deficiency  in  assets  in  the  multiemployer  program.  The  statutory  limitation  was  removed  with  the 
passage  of  the  new  law. 


Change  in  Reserve  Since 
September  30, 1979 

As  of  September  30,  1979  the  reserve 
was  estimated  to  be  $425.0  million  for  the 
single  employer  program  and  $30.1  million 
for  the  multiemployer  program.  As  of 
September  30,  1980,  the  amount  for  the 
single  employer  program  had  increased 
to  $462.0  million  while  the  amount  for  the 
multiemployer  program  had  decreased  to 
$28.7  million.  These  differences  reflected 
four  major  components  of  change: 


1.  Change  in  Interest  Rate 

The  valuation  as  of  September  30, 1979 
was  performed  utilizing  a  7.75%  interest 
rate  for  immediate  benefits  (with  related 
rates  for  deferred  annuities).  The  valua- 
tion as  of  September  30,  1980  utilized  a 
9.00%  interest  rate  (with  related  rates  for 
deferred  annuities).  These  interest  rates 
are  consistent  with  the  rates  used  to  value 
the  benefits  in  newly  terminated  plans  as 
of  these  dates. 
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The  impact  of  the  change  was: 


Table  5a 

Change  in  Reserve  for  Guaranteed  Benefits 

Due  to  Change  in  Interest  Rate 

(Dollars  in  millions) 


Single-Employer         Multiemployer 


Value  as  of  September  30,  1979 

Impact  of  change  in  assumed  interest  rate  for 
immediate  annuities  from  7.75%  to  9.00% 

Adjusted  value  as  of  September  30,  1979 
2Before  adjustment  for  the  statutory  limitation. 


$425.0 

(42.9) 
$382.1 


$30.1 2 

(2.6) 
$27.5 


2.  Change  in  Valuation  Date 

In  order  to  value  the  reserve  as  of 
September  30,  1980,  the  prior  year's 
figures  must  be  adjusted  to  reflect  the 


impact  of  benefits  paid  and  of  a  smaller 
discount  associated  with  a  reduction  in 
time  before  the  future  payments  are  due. 


Table  5b 

Change  in  Reserve  for  Guaranteed  Benefits 

Due  to  Change  in  Valuation  Date 

(Dollars  in  millions) 


Single-Employer         Multiemployer 


Adjusted  value  as  of  September  30,  1979 
(at  9.00%  interest  rate) 

Change  in  valuation  date  (one  year) 

Adjusted  value  as  of  September  30,  1980 
(at  9.00%  interest  rate) 


$382.1 
(5.7) 

$376.4 


$27.5 
(1.2) 

$26.3 
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3.   Revised  Information  on  Pre  FY80 

Terminations 

The  benefit  liabilities  shown  in  the 
FY 80  statements  are  based  upon  more 
current  data.  The  impact  of  more  recent 


information  to  estimate  the  Reserve  for 
Guaranteed  Benefits  associated  with  ter- 
minations which  occurred  prior  to  FY 80  is 
as  follows. 


Table  5c 

Change  in  Reserve  for  Guaranteed  Benefits 

Due  to  Revised  Information  on  Pre  FY 80  Terminations 

(Dollars  in  millions) 


Adjusted  pre-FY80  termination  reserves 
Value  as  of  date  of  termination 
Change  in  interest  rate 
Change  in  prior  years  aging  estimates 
Aging  to  September  30,  1980 


Single-Employer 

Multiemployer 

$376.4 

$26.3 

(38.8) 

0.1 

3.9 

— 

5.9 

1.0 

0.6 

— 

$348.0 

$27.4 

4.  New  Liabilities  Incurred  During  FY 80 

During  FY80,  ninety-nine  (99)  single 
employer  plans  and  one  multiemployer 
plan  terminated  for  which  PBGC  has  or 


expects  to  become  trustee.  The  increase 
in  the  Reserve  for  Guaranteed  Benefits 
associated  with  these  terminations  is  as 
follows. 


Table  5d 

Change  in  Reserve  for  Guaranteed  Benefits 

Due  to  Plans  Terminating  During  FY80 

(Dollars  in  millions) 


Single-Employer        Multiemployer 


Adjusted  value  as  of  September  30,  1980 
New  liabilities  as  of  date  of  termination 
Change  in  interest  rate 
Aging  to  September  30,  1980 

Reserve  for  guaranteed  benefits  as  of 
September  30,  1980 


$348.0 

116.8 

(3.7) 

0.9 

$462.0 


$27.4 
1.4 

(0.1) 
$28.7 
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Analysis  of  Values  as  of 
Date  of  Termination 

The  accuracy  of  the  estimate  of  the 
Reserve  for  Guaranteed  Benefits  as  of 
September  30,  1980  and  the  Five- Year 
Projection  (1981  through  1985)  depends 


upon  the  quality  of  the  estimate  of  liability 
as  of  date  of  plan  termination.  The 
sources  of  these  values  are  presented  in 
the  following  table: 


Table  6 

Sources  of  Reserve  Values  as 

(Dollars  in  millions) 

>  of  Date  of  Termination 

Single  Employer 

Multiemployer 

No.  of 
Plans 

Amount 

Percent 

No.  of 
Plans 

Amount 

Percent 

PBGC  determination 

PBGC  estimate 

Other  estimates  based  on 
plan  data  on  benefit  liability 

Total 

384 
280 

8 
672 

$256.8 
270.5 

1.9 
$529.2 

48.5% 
51.1 

0.4 
100.0% 

5 

1 

0 
6 

$35.9 
1.4 

0.0 
$37.3 

96.4% 
3.6 

0.0 
100.0% 

A  PBGC  determined  liability  is  based 
upon  a  final  allocation  and  valuation  of 
the  benefit  liability  for  each  active  and 
deferred  participant.  A  PBGC  estimate  is 
based  upon  a  partial  calculation  of  the 
Reserve  for  Guaranteed  Benefits.  Other 
estimates  require  various  approximations 
of  the  Reserve  for  Guaranteed  Benefits. 

In  FY80,  all  of  the  data  for  both  the 
multiemployer  program  and  the  single 
employer  program  was  based  upon  data 
specifically  related  to  the  plan  that  termi- 
nated. Approximately  57.3%  of  total 
plans,  with  51.7%  of  the  total  reserve 
value,  had  their  present  value  of  benefits 
based  on  PBGC  determinations.  The 
present  value  of  benefits  for  another 
41.4%  of  the  plans,  with  about  48.0%  of 
the  reserve  value,  was  based  on  PBGC 
estimates.  The  remaining  1.3%  of  plans, 
accounting  for  less  than  0.5%  of  the 
reserve,  had  benefits  based  on  other 
sources. 


In  contrast,  only  one-third  (33.1%)  of 
the  plans,  with  34.1%  of  the  reserve,  in 
FY 79  had  their  present  value  of  benefits 
based  on  PBGC  determinations.  Plans 
which  had  benefits  based  on  PBGC  esti- 
mates and  related  plan  data  accounted 
for  64.9%  of  the  plans  and  64.6%  of  the 
reserve.  The  value  of  benefits  for  the 
remaining  plans  had  to  be  estimated 
using  data  which  did  not  specifically 
relate  to  the  terminated  plan.  This  type  of 
estimating  was  not  used  in  FY 80  due  to 
the  availability  of  better  plan  data. 
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Statistical  History  of  Claims 

The  plans  that  have  terminated  during 
the  first  six  years  of  the  Corporation's  his- 
tory have  varied  widely  in  terms  of  the  size 
of  claim  on  a  per  plan  basis. 

This  is  illustrated  by  the  following  table 
of  total  pension  liabilities  being  guaran- 
teed by  the  PBGC  (Reserve  for  Guaran- 
teed Benefits  as  of  the  date  of  plan  termi- 
nation), assets  of  terminated  plans,  statu- 
tory employer  liability  (the  amount 
expected  to  be  collected  from  the  plan 
sponsor),  and  the  resulting  net  claims.  It 
represents  the  first  six  years  of  the  Corpo- 


ration's experience. 

As  shown  in  the  table  below,  $163.9 
million  in  net  claims  or  70.3%  of  all  net 
claims  to  date,  occurred  during,  the  last 
half  of  the  program's  existence.  Of  this 
amount,  $95.2  million  is  attributable  to  the 
termination  of  four  large  plans,  or  only 
0.6%  of  total  plans.  This  indicates  the 
impact  that  a  few  large  claims  can  have 
on  the  liability  of  the  PBGC.  The  total  of 
these  four  claims  approximately  equals 
the  current  deficit  of  the  single  employer 
program. 


Table  7 

Claims  Experience  by  Fiscal  Year3 

Single  Employer  Program 

(Dollars  in  millions) 


Guaranteed 

Percent 

No.  of 

Benefit 

Plan 

Employer 

Net 

of  Total 

Dates 

Plans 

Liabilities 

$  59.4 

Assets 

$  21.9 

Liability4 

$  8.7 

Claims 

$  28.8 

Net  Claims 

7/1/74-6/30/75 

96 

12.3% 

7/1/75-9/30/76 

170 

86.5 

43.6 

27.9 

15.0 

6.4 

10/1/76-9/30/77 

128 

54.8 

21.8 

7.5 

25.5 

10.9 

10/1/77-9/30/78 

96 

124.0 

47.6 

6.5 

69.9 

30.0 

10/1/78-9/30/79 

83 

87.7 

38.2 

6.9 

42.6 

18.3 

10/1/79-9/30/80 

99 

116.9 

60.0 

5.5 

51.4 

22.0 

Total 


672 


$529.2 


$233.1 


$63.0 


$233.2 


100.0% 


3The  data  presented  is  as  of  the  date  of  plan  termination  using  data  as  it  existed  at  the  time  of  the  FY 80  Closing.  The  amounts  reflected 
here  are  not  entirely  consistent  with  the  amounts  originally  reported,  because  of  revised  estimates  of  previously  reported  claims.  The  FY 80 
Reserve  for  Pending  Terminations  of  $44.0  million  is  not  reflected  in  these  figures. 

4Before  deductions  for  uncollectability  of  the  statutory  liability  and  non-accrual  of  interest  on  this  amount. 
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A  similar  distribution  based  upon  the 
average  per  plan  is  as  follows.  The 
"claims  percentage"  column  represents 
the  percent  of  the  liability  to  pay  guaran- 


teed benefits  assumed  in  each  fiscal  year 
that  is  expected  to  be  funded  by  the 
premium  system. 


Table  8 

Average  Claims  Experience  by  Fiscal  Year5 

Single  Employer  Program 

(Dollars  in  thousands) 


Guaranteed 

Benefit 

Plan 

Employer 

Net 

Claims 

Dates 

Liability 

Assets 

Liability           = 

=          Claims 

Percentage 

7/1/74-6/30/75 

$    619 

$228 

$  91 

$300 

48.5% 

7/1/75-9/30/76 

509 

256 

164 

89 

17.3 

10/1/76-9/30/77 

428 

170 

59 

199 

46.5 

10/1/77-9/30/78 

1,292 

496 

68 

728 

56.4 

10/1/78-9/30/79 

1,057 

460 

83 

514 

48.6 

10/1/79-9/30/80 

1,181 

606 

56 

519 

44.0 

Average  7/1/74-  9/30/80 

$    788 

$347 

$  94 

$347 

44.1  % 

5See  footnotes  3  and  4. 

The  amount  of  benefit  liability  during 
the  last  3  years  has  averaged  over  $1  mil- 
lion, more  than  double  the  amount  for  the 
first  3  years  of  the  program.  The  average 
amount  of  plan  assets  during  the  latter 
period  has  also  been  more  than  two  times 
the  amount  for  the  prior  3  years.  The  sig- 


nificant increases  are  mainly  due  to  the 
termination  of  the  four  large  plans  dis- 
cussed earlier. 

The  distribution  of  the  liabilities  per  plan 
as  of  date  of  termination  by  size  is  as 
follows: 


Table  9 

Distribution  of  Reserve  for  Guaranteed  Benefits  by  Size6 


Size  of  Reserve 


Greater  than  $10  million 
$5-10  million 
$2-5  million 
$1-2  million 
$500,000-1  million 
$250,000-500,000 
$100,000-250,000 
Less  than  $100,000 

Total 
''See  footnotes  3  and  4 


Number 


Plans 


Percent 


8 

1.2% 

9 

1.3 

27 

4.0 

46 

6.8 

62 

9.2 

83 

12.4 

167 

24.9 

270 

40.2 

672 

100.0% 

Dollars  (millions) 


Amount 


$203.3 
57.6 
89.0 
66.5 
44.3 
29.1 
27.1 
12.4 

$529.2 


Percent 


38.4% 
10.9 
16.8 
12.6 

8.4 

5.5 

5.1 

2.3 
100.0% 
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The  eight  largest  cases  —  those  with 
over  $10  million  in  gross  liabilities  — 
account  for  38.4%  of  the  total  Reserve  for 
Guaranteed  Benefits  assumed  to  date. 

Almost  two-thirds  of  the  Reserve  for 
Guaranteed  Benefits  (66.1%)  has  been 
caused  by  the  44  plans  with  more  than  $2 
million  in  gross  PBGC  liabilities  as  of  the 
date  of  plan  termination.  This  further 
shows  the  extent  to  which  the  liabilities 
assumed  to  date  are  related  to  the 
absence  or  presence  of  a  few  very  large 


terminations  requiring  PBGC  trusteeship. 
The  gross  PBGC  liabilities  as  of  thedate 
of  plan  termination  were  based  upon  the 
present  value  of  guaranteed  benefits  as  of 
the  date  of  plan  termination.  Some  of  this 
amount  is  offset  by  the  assets  of  termi- 
nated plans  and  by  employer  liability 
recoverable  from  the  plan  sponsor.  When 
this  adjustment  is  made,  and  the  claim  is 
measured  on  a  net  basis,  the  following 
distribution  by  size  is  obtained. 


Table  10 

Distribution  of  Net  Claims7 


Size  of  Net  Claims 


Greater  than  $10  million 
$5-10  million 
$2-5  million 
$1-2  million 
$500,000-1  million 
$250,000-500,000 
$100,000-250,000 
Less  than  $100,000 

Total 

7See  footnotes  3  and  4. 


Plans 


Number 


Percent 


5 

0.7% 

2 

0.3 

13 

1.9 

18 

2.7 

31 

4.6 

28 

4.2 

59 

8.8 

516 

76.8 

672 

100.0% 

Dollars  (millions) 


Amount 


Percent 


$109.3 

46.9% 

11.3 

4.8 

43.8 

18.8 

24.3 

10.4 

20.5 

8.8 

10.1 

4.3 

9.6 

4.1 

4.1 

1.8 

$233.2 

100.0% 

Net  claims  to  date  have  totaled  $233.2 
million,  with  an  average  of  $347,000  per 
terminated  plan.  Approximately  70.5%  of 
total  claims  have  been  caused  by  20 
cases  with  a  net  claim  of  $2  million  or 
more.  These  few  cases  (about  3%  of  the 
total)  had  an  aggregate  net  claim  of 
$164.4  million. 

The  Five-Year  Projection  (FY81  -  FY85) 

The  projection  of  financial  condition 
and  operations  is  based  upon  methods 
consistent  with  those  employed  in  the 
Actuarial  Report  for  prior  years.  The 
values   shown    reflect   the   more   recent 


claims  experience  which  was  summa- 
rized in  the  previous  section.  The  projec- 
tion also  provides  for  the  possible  occur- 
rence of  some  of  the  large  claims  dis- 
cussed in  Note  2H  of  the  "Notes  to  the 
Combined  Financial  Statements".  As  a 
result,  it  contains  no  provision  for  any 
claim  in  excess  of  $65  million. 

During  FY80,  the  Corporation  con- 
ducted a  study  of  past  and  expected 
experience  in  order  to  determine  whether 
the  current  premium  of  $2.60  per  partici- 
pant is  adequate  to  meet  future  net 
claims  and  amortize  the  deficit  applicable 
to   the    single    employer    program.    The 


44 


results  of  that  study  indicate  that  an  in- 
crease is  appropriate.  See  Note  4B  to 
combined  financial  statements. 

The  key  additional  assumptions  made 
in  order  to  estimate  the  value  of  future 
assets  and  liabilities  are  as  follows: 

•  The  number  and  characteristics  of 
plan  terminations  where  plan  assets 
are  insufficient  to  pay  guaranteed 
benefits  are  projected  using  the  most 
recent  experience. 

•  These  projections  assume  that  plan 
terminations  from  1981  through  1985 
will  be  of  the  same  relative  magni- 
tude as  have  been  experienced  to 
date;  i.e.,  the  number  of  participants 
involved,  the  average  value  of  plan 
assets,  employer  liability  receivable 
and  the  Reserve  for  Guaranteed 
Benefits  will  remain  consistent  on  a 
per  plan  basis  with  PBGC's  experi- 
ence to  date.  It  is  also  assumed  that 
guaranteed  benefit  levels,  plan 
assets,  and  employer  liability  receiv- 
ables will  increase  at  the  rate  of 
about  9  percent  per  year.  Administra- 
tive expenses  are  assumed  to  change 
at  a  rate  consistent  with  that  con- 
tained in  the  President's  budget. 

•  Major  economic  variables  will  remain 


in   the   ranges   that   have   occurred 
since  inception  of  the  program. 

•  The  reserve  is  valued  at  the  interest 
rates  in  effect  on  September  30, 1980, 
i.e.,  9.0%  for  immediate  annuities 
with  appropriate  step-down  rates  for 
deferred  annuities. 

•  The  possibility  of  several  large  claims 
is  recognized  in  these  projections. 
Other  potential  claims  of  much 
greater  magnitude  that  could  arise  if 
major  companies  were  to  fail  have 
been  excluded  on  the  basis  that  the 
Corporation  does  not  have  sufficient 
basis  for  determining  that  any 
specific  major  company  will  fail  or 
that  an  associated  plan  termination 
will  occur  within  the  next  five  years. 

•  Employer  liability  will  be  legally 
enforceable. 

•  The  major  features  of  the  single 
employer  program  will  not  be 
changed. 

•  The  total  number  of  covered  plan  par- 
ticipants for  FY's  81  -85  is  based  on 
premium  receipts  for  FY80. 

These  assumptions  generate  the 
following  estimates  of  the  status  of  the 
single  employer  program  for  FY81 
through  FY 85. 


Table  11 

Five  Year  Forecast 

Single  Employer  Program 


(Dollars  in  millions) 

Balances  as  of  September  30 

Fiscal  Year 

Liabilities 

Assets                                  Deficit 

1980  (Actual) 

1981 

1982 

1983 

1984 

1985 


5  525 
690 
830 
959 

1,059 
1,167 


$430 
543 
658 
760 
839 
919 


$  95 
147 
172 
200 
219 
247 
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PBGC 
Publications 


The  following  is  a  listing  of  publications 
which  are  available  from  the  Pension 
Benefit  Guaranty  Corporation.  Copies  can 
be  obtained  by  sending  a  postcard  to  the 
Public  Affairs  Staff  (160);  2020  K  Street, 
N.W.,  Washington,  DC  20006. 


Single-Employer  Publications 

Fact  Sheet 

Fact  Sheet  describes  PBGC's  purpose  and 
operations. 

Your  Guaranteed  Pension 

Your  Guaranteed  Pension  answers  the 
questions  most  frequently  asked  by  Plan 
participants  about  the  PBGC  and  its  termi- 
nation insurance  program  for  single 
employer  plans. 

Analysis  of  Single  Employer  Defined 
Benefit  Plan  Terminations 

Analysis  of  Single  Employer  Defined  Bene- 
fit Plan  Terminations  analyzes  the  char- 
acteristics and  reasons  for  termination  of 
single  employer  plans  covered  by  PBGC 
focusing  on  the  year  1978. 

Guidelines  on  Voluntary  Termination 

Guidelines  on  Voluntary  Termination  pro- 
vides an  understanding  of  PBGC's  view 
regarding  the  appropriateness  of  voluntary 
termination  of  single  employer  plans  in  a 
variety  of  circumstances. 

Employer  Liability: 
Single  Employer  Plans 

Employer  Liability:  Single  Employer  Plans 
summarizes  the  provisions  relating  to 
employer  liability  which  apply  to  defined 
benefit  plans  covered  under  PBGC's  termi- 
nation insurance  program  for  single 
employer  plans. 
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Multiemployer  Publications 

Multiemployer  Bulletin  #1 

Multiemployer  Bulletin  #1  describes  the 
methods  for  allocating  unfunded  vested 
benefits  for  a  withdrawing  employer. 

Multiemployer  Bulletin  #2 

Multiemployer  Bulletin  #2  discusses  the 
circumstances  under  which  sponsors  of 
multiemployer  plans  might  waive  the 
seller's  bond  or  escrow  requirement  and 
provides  guidance  to  employers  that  sell 
their  assets  to  plan  sponsors  of  multi- 
employer plans. 


Other  Publications 


Reportable  Events 

Reportable  Events  acquaints  plan  admin- 
istrators with  PBGC's  reportable  events 
regulation. 

Identification  Numbers  Under  ERISA 

Identification  Numbers  Under  ERISA  ex- 
plains the  use  of  identification  numbers  on 
certain  reporting  forms  that  employee 
benefit  plans  file  under  ERISA. 


Actuarial  and  Mortality  Tables 

Sets  forth  the  interest  rates  and  other 
quantities  used  to  determine  the  value  of 
certain  benefits  in  plans  which  terminated 
during  the  designated  period: 

PBGC  Pub.  508 

PBGC  Pub.  508  —  Actuarial  Tables  effec- 
tive from  3/1/78-11/30/80. 

Prospective  Actuarial  and  Mortality 
Tables  Pub.  509 

Prospective  Actuarial  and  Mortality  Tables 
Pub.  509  was  designed  for  computing  bene- 
fit values  under  PBGC's  new  method  for  set- 
ting interest  rates  and  other  quantities  in 
advance  of  the  period  to  which  they  apply. 
The  tables  are  to  be  used  for  plans  with  a 
termination  date  on  or  after  December  1, 
1980. 

Subscription  Letter 

Subscription  Letter  issued  monthly  to  ad- 
vise subscribers  of  the  applicable  rates 
and  factors  for  plans  terminating  in  the 
subsequent  month. 
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Pension  Benefit  Guaranty  Corporation 
2020  K  Street,  N.W.     Washington,  D.C.  20006 


Pension  Benefit  Guaranty  Corporation 


ANNUAL  REPORT 

To  the  Congress  FY  1981 
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US  GOVERNMENT  AGENCY 


Financial  Highlights 

(Dollars  in  millions) 


Year  Ended 

September  30,  1981 


Fund 


Single- 
Employer 


Premium  income 
Investment  and  other  income 

Losses  on  terminated  plans  and  plans  pending  termination 
Benefit  payments 
Administrative  expenses 
Income  over  (under)  expenses 
Total  investments 
Total  assets 

Reserve  for  guaranteed  benefits 
Accumulated  deficit  from  operations 

Estimated  future  benefit  payments  to  participants  of  terminated 
plans  and  plans  pending  termination 


$ 


1,850.0 


Multi- 
employer 


64.0 


Year  Ended 

September  30,  1980 


Fund 


Single- 
Employer 


1 ,350.0 


Note:  Financial  Statements  appear  on  pages  13  through  19  .  Certain  amounts  for  FY  80  have  been  restated. 


Multi- 
employer 


75.0 

$11.7 

$      71.2 

$  4.5 

(5.4) 

(0.1) 

22.3 

1.8 

140.6 

1.6 

26.3 

0.9 

56.8 

4.3 

36.7 

3.9 

20.6 

2.3 

19.8 

2.1 

(94.2) 

7.3 

51.8 

2.4 

346.3 

21.8 

288.6 

17.4 

526.4 

28.0 

466.5 

21.1 

696.0 

27.0 

543.0 

28.7 

188.8 

1.3 

94.6 

8.5 

63.0 


Letter  of 
Transmittal 
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The  White  H 
Washington, 
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Speaker  of 
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Raymond  J.  Donovan 
Chairman,  Board  of  Directors 


Robert  E.  Nagle 
Executive  Director 


The  Library  of  tfig 

University  of  Illinois 
at  i''''"m-Ch?mpaign 


Financial  Highlights 

(Dollars  in  millions) 


Premium  income 
Investment  and  other  income 

Losses  on  terminated  plans  and  plans  pending  termination 
Benefit  payments 
Administrative  expenses 
Income  over  (under)  expenses 
Total  investments 
Total  assets 

Reserve  for  guaranteed  benefits 
Accumulated  deficit  from  operations 

Estimated  future  benefit  payments  to  participants  of  terminated 
plans  and  plans  pending  termination 


Year  Ended 

September  30,  1981 


Fund 


Single- 
Employer 


$ 


1,850.0 


Multi- 
employer 


75.0 

$11.7 

(5.4) 

(0.1) 

140.6 

1.6 

56.8 

4.3 

20.6 

2.3 

(94.2) 

7.3 

346.3 

21.8 

526.4 

28.0 

696.0 

27.0 

188.8 

1.3 

64.0 


Note:  Financial  Statements  appear  on  pages  13  through  19  .  Certain  amounts  for  FY  80  have  been  restated. 


Year  Ended 

September  30,  1980 


Fund 


Single- 
Employer 


Multi- 
employer 


71.2 

$  4.5 

22.3 

1.8 

26.3 

0.9 

36.7 

3.9 

19.8 

2.1 

51.8 

2.4 

288.6 

17.4 

466.5 

21.1 

543.0 

28.7 

94.6 

8.5 

350.0 

63.0 

Letter  of 
Transmittal 


The  President 
The  White  House 
Washington,  D.C.  20500 

Honorable  George  Bush 
President  of  the  Senate 
Washington,  D.  C.  20510 

Honorable  Thomas  P.  O'Neill,  Jr. 
Speaker  of  the  House  of  Representatives 
Washington,  D.  C.  20515 

Gentlemen: 

We  are  pleased  to  submit  the  seventh  annual  report  of  the  Pension  Benefit  Guaranty 
Corporation  (PBGC)  in  accordance  with  Section  4008  of  the  Employee  Retirement 
Income  Security  Act  of  1974,  as  amended. 

PBGC  is  responsible  for  insuring  the  basic  benefits  of  participants  in  most  private  sector, 
defined  benefit  pension  plans. 

This  report  is  a  record  of  PBGC  operations  for  Fiscal  Year  1981,  reflecting  the  major 
activities  and  accomplishments  of  PBGC  during  the  year. 

Sincerely, 


Raymond  J.  Donovan 
Chairman,  Board  of  Directors 

Robert  E.  Nagle 
Executive  Director 


The  Library  of  tfig 

Aur 

University  of  Illinois 
st  i i-K-ni. champaign 


Statement  of 
Purpose 


The  Pension  Benefit  Guaranty  Corporation  (PBGC)  was  established  under  Title  IV  of  the 
Employee  Retirement  Income  Security  Act  of  1974  (ERISA)  to  protect  the  retirement 
income  of  plan  participants  and  their  beneficiaries  covered  under  private  sector  defined 
benefit  pension  plans.  ERISA  requires  PBGC  to: 

•  Encourage  the  continuation  and  maintenance  of  voluntary  pension  plans  for  the 
benefit  of  their  participants; 

•  Provide  for  the  timely  and  uninterrupted  payment  of  pension  benefits  under  plans 
covered  by  Title  IV;  and 

•  Maintain  insurance  premiums  at  the  lowest  level  consistent  with  carrying  out  the 
Corporation's  obligations  under  Title  IV. 
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PBGC's  seventh  year  of  operation  was  a 
significant  one  for  the  development  and  re- 
finement of  the  two  insurance  programs 
PBGC  operates.  The  new  multiemployer  in- 
surance program  Pecame  effective  on  Sep- 
tember 26,  1980  when  the  Multiemployer  Pen- 
sion Plan  Amendments  Act  was  enacted. 
PBGC  completed  an  important  package  of 
single-employer  regulations  in  the  first  half  of 
FY  81,  and  its  work  in  developing  proposed 
revisions  to  the  single-employer  program  re- 
sulted in  the  introduction  of  legislation  in 
Congress. 

The  new  multiemployer  law  called  for  ap- 
proximately 60  new  regulations,  some  of 
which  had  to  be  issued  quickly.  PBGC  issued 
two  bulletins  to  provide  guidance  to  multi- 
employer plans  and  contributing  employers 
and  completed  four  new  regulations,  as  well 
as  starting  work  on  others.  The  regulations 
are  discussed  more  fully  in  the  Program  De- 
velopment section  of  this  Report. 

Under  the  new  law,  PBGC  also  provided 
financial  assistance  in  the  form  of  a  short- 
term  loan  to  a  multiemployer  plan  temporarily 
unable  to  make  benefits  payments.  PBGC's 
action  enabled  participants  to  receive  their 
benefits  until  the  plan  could  resume  payments 
from  its  own  funds.  The  multiemployer  case 
workload  is  discussed  more  fully  under  Pro- 
gram Operations. 

In  the  single-employer  program,  PBGC 
issued  four  final  regulations  dealing  with  plan 
sufficiency,  valuation  of  plan  benefits,  alloca- 
tion of  plan  assets,  and  employer  liability.  In 
addition,  PBGC  assisted  members  of  Con- 
gress in  drafting  bills  that  would  amend  ERISA. 
The  bills  incorporate  concepts  developed  by 


PBGC  for  changing  the  single-employer  insur- 
ance program  to  prevent  abuses.  The  regula- 
tions and  the  proposed  legislation  are  dis- 
cussed more  fully  in  the  Program  Development 
section. 

Litigation  workload  continued  to  grow 
during  FY  81,  with  105  cases  pending  at  the 
year's  end.  The  section  on  Litigation  Activity 
contains  a  discussion  of  the  most  significant 
court  decisions  in  the  single-employer  area.  It 
also  contains  a  discussion  of  the  burgeoning 
number  of  cases  challenging  the  constitution- 
ality of  the  new  multiemployer  law,  especially 
the  withdrawal  liability  provisions. 

During  FY  81,  the  number  of  plan  termina- 
tions filed  with  PBGC  increased  by  more  than 
1 ,000  cases  over  the  preceding  year.  This  in- 
crease in  the  number  of  terminations  is  the 
first  such  increase  since  FY  76.  Reportable 
events  workload  decreased  by  almost  50% 
during  FY  81,  largely  as  a  result  of  PBGC's 
efforts  to  reduce  the  reporting  requirements  in 
this  area.  At  the  end  of  FY  81,  PBGC  was 
trustee  for  659  plans  covering  some  71,000 
participants.  Case  processing  and  case  work- 
load are  discussed  more  fully  in  the  Program 
Operations  section. 

PBGC's  deficit  rose  drastically  during 
FY  81 ,  with  the  single-employer  program  defi- 
cit increasing  by  $94  million.  A  $7  million 
reduction  in  the  deficit  was  posted  to  the  multi- 
employer program  for  FY  81,  resulting  in  an 
$87  million  increase  in  the  deficit  for  com- 
bined operations.  The  Financial  Section  of  this 
report  discusses  PBGC's  assets  and  invest- 
ment management  program  and  improve- 
ments in  financial  management.  The  Com- 
bined Financial  Statements  and  the  Actuarial 
Report  that  make  up  the  last  sections  of  this 
report  provide  detailed  information  about 
PBGC's  financial  condition  and  actuarial 
outlook. 


Highlights  of 
tneYear 


Program 
Operations 


The  Pension  Benefit  Guaranty  Corporation 
administers  two  pension  insurance  programs: 
plan  termination  insurance  for  single  em- 
ployer plans  and  plan  insolvency  insurance  for 
multiemployer  plans.  These  programs  protect 
the  basic  pensions  of  over  35  million  workers 
and  retirees. 

Single-Employer  Processing 

A  plan  administrator  who  terminates  a  single- 
employer  plan  must  notify  PBGC  prior  to  the 
termination.  PBGC  determines  if  the  plan's 
assets  are  sufficient  to  pay  the  benefits  guar- 
anteed by  law.  If  the  plan's  assets  are  suffi- 
cient, PBGC  authorizes  the  distribution  of 
assets  pursuant  to  plan  provisions  and  appli- 
cable requirements  of  law. 

PBGC  becomes  trustee  of  plans  with  insuf- 
ficient assets  to  assure  that  plan  participants 
are  paid  their  guaranteed  benefits.   In  be- 


coming trustee,  PBGC  assumes  the  liabilities 
for  guaranteed  benefits  and  takes  over  plan 
assets.  PBGC  uses  both  premium  monies  that 
it  collects  from  covered  plans  and  payments 
collected  from  the  employer  under  the  em- 
ployer liability  provisions  of  the  law  to  fund  the 
insufficiency  it  assumes. 

Termination  notices  increased  25%  during 
FY  81,  with  4949  notices  being  filed  with 
PBGC.  This  was  the  first  increase  in  plan 
terminations  since  the  post-ERISA  peak  of 
8932  notices  received  in  the  15-month  FY-76 
period.  PBGC's  case  processing  increased  by 
21  %  during  the  year,  with  4,195  cases  proc- 
essed. As  of  the  end  of  FY  81 ,  PBGC  has  re- 
ceived 37,400  termination  cases  since  the 
program  began  in  1974.  Table  I  shows  proc- 
essing activity  and  inventories  for  PBGC's 
seven  years  of  operation. 


Table  1.  Plan  Terminations 

FY  81 

FY  80 

FY  79 

FY  78 

FY  77 

FY  76 

(15  mos.) 

FY  75 

(10  mos.) 

Termination  notices  received 
Cases  closed  administratively 
Sufficient  non-trusteeship 
cases  processed 

4,949 
263 

4,195 

3,933 
584 

3,465 

4,810 
458 

5,484 

5,158 
788 

7,420 

7,202 
785 

4,510 

8,932 

1,112 

1,533 

2,470 
354 

0 

Multiemployer  Cases 

Prior  to  the  passage  of  the  new  Multiemployer 
Act,  PBGC  had  statutory  authority  to  grant  dis- 
cretionary coverage  to  terminating  multi- 
employer plans  only  in  certain  circumstances. 
During  FY  81,  PBGC  extended  discretionary 
coverage  to  three  small  multiemployer  plans 


that  terminated  before  the  new  law  was 
enacted:  Barbers'  and  Hairstylists'  Local  123 
Pension  Plan,  New  York,  New  York;  Barbers' 
Union  Local  760  Pension  Plan,  New  York, 
New  York;  and,  Miami  Valley  Ready-Mixed 
Pension  Plan,  Dayton,  Ohio.  These  plans  had 
a  total  of  41 5  participants  with  vested  benefits. 


The  new  multiemployer  provisions  authorize 
PBGC  to  provide  financial  assistance  to  a 
multiemployer  pension  plan  that  is  unable  to 
pay  the  benefits  which  are  guaranteed  under 
the  Act.  During  FY  81  PBGC  received  a  re- 
quest from  the  Anthracite  Health  and  Welfare 
Fund  when  employer  contributions  temporarily 
ceased  as  a  result  of  a  strike  in  that  industry. 

PBGC  provided  a  loan  of  $311,310  to  the 
fund  to  enable  it  to  pay  the  July  1981  pensions 
for  some  10,300  participants.  The  strike  was 
settled  in  mid-June  1981  and  the.  plan  was 
able  to  make  its  August  benefit  payments 
without  PBGC  assistance.  The  agreement  be- 
tween PBGC  and  the  Anthracite  Fund  calls  for 
the  loan  to  be  repaid  by  August  1983. 

PBGC  also  received  notices  of  termination 
from  17  multiemployer  pension  plans  during 
FY  81 .  Of  these,  5  were  terminated  by  mass 
withdrawal  of  contributing  employers,  while 
12  were  terminated  by  plan  amendment. 
Under  the  new  law,  PBGC  may  be  required  to 


Table  II.  PBGC  Trusteeships 


provide  financial  assistance  to  a  plan  if  it  be- 
comes insolvent;  none  of  the  17  terminations 
involve  currently  insolvent  plans. 

Trusteed  Plans 

PBGC  becomes  the  trustee  for  plans  that  do 
not  have  sufficient  assets  to  pay  guaranteed 
benefits.  During  FY  81 ,  PBGC  became  trustee 
for  145  terminated  pension  plans  having 
1 6,200  participants.  At  fiscal  year  end,  another 
126  pension  plans  were  being  processed  by 
PBGC  in  anticipation  of  its  becoming  trustee. 
In  these  latter  cases,  PBGC  assures  that  par- 
ticipants continue  to  receive  their  guaranteed 
benefits  while  the  necessary  arrangements 
are  made  to  take  over  their  plans. 

After  seven  years  of  operation,  PBGC  is 
trustee  for  659  pension  plans  and  thus  directly 
responsible  for  paying  the  pensions  of  the 
71 ,200  people  who  participated  in  these  plans. 
Table  II  shows  PBGC's  trusteeship  activity  for 
each  year  since  1974. 


FY  81      FY  80      FY  79      FY  78      FY  77        FY  76  FY  75 

(15  mos.)     (10  mos.; 


Plans  in  PBGC  trusteeship  659  514 

Participants  with  guaranteed 

benefits  in  trusteed  plans  71,200     55,000 

Potential  plan  trusteeships 

pending  126  267 


389  266  145  48  3 

43,000     27,000      16,000        6,000  400 

259  260  281 


"Data  unavailable  for  this  period. 


Significant  Plan  Events 

ERISA  provides  an  "early  warning  system" 
designed  to  let  PBGC  know  when  a  pension 
plan  may  be  experiencing  certain  problems 
that  might  eventually  result  in  a  claim  against 
PBGC.  A  plan  administrator  is  required  to  notify 
PBGC  of  three  types  of  significant  occurrences: 

•  Withdrawal  of  a  substantial  employer 
from  a  plan  with  more  than  one  employer 
contributing. 

•  Closing  of  a  facility  that  results  in  more 
than  20  percent  of  plan  participants  being 
separated;  and 


•  "Reportable  Events,"  which  are  occur- 
rences specified  by  statute  or  regulation 
and  are  indicative  of  problems  with  a  plan's 
potential  ability  for  continued  operation. 

Reportable  Events  filings  have  dropped  by 
47%  since  PBGC  issued  a  regulation  in  late 
FY  80  significantly  reducing  the  events 
requiring  notice  to  PBGC.  PBGC  has,  how- 
ever, had  a  substantial  increase  in  filings  for 
Closings  of  Facilities  and  for  Withdrawals  of  a 
Substantial  Employer.  Table  III  shows  work- 
load in  all  three  areas  since  1974. 


Table  III.  Significant  Plan  Events 

FY  81 

FY  80 

FY  79 

FY  78 

FY  77 

FY  76 

FY  75 

Reportable  events 
Closings  of  facilities 
Withdrawals  of  substantial 
employers 

602 

50 

17 

1,293 
6 

20 

1,584 
21 

33 

1,458 
59 

42 

1,677 
78 

33 

1,473 
147 

29 

481 

78 

16 

■ 
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Multiemployer  Regulations 

The  new  Multiemployer  Act  directs  or  author- 
izes PBGC  to  develop  approximately  60  new 
regulations  in  order  to  implement  its  various 
provisions,  define  certain  terms,  or  vary  or 
accommodate  its  requirements  as  appropriate 
to  specified  types  of  situations. 

One  of  the  most  important  changes  made 
by  the  Multiemployer  Act  was  its  requirement 
that  an  employer  who  withdraws  from  a  multi- 
employer plan  must  pay  withdrawal  liability  to 
the  plan.  In  determining  the  amount  of  a  with- 
drawing employer's  liability,  that  employer  is 
allocated  a  share  of  the  plan's  unfunded 
vested  benefits.  The  Act  contains  four  alloca- 
tion methods  that  plans  can  choose  from  and 
allows  them  to  develop  additional  methods. 
Early  in  FY  81,  PBGC  issued  a  regulation  on 
Allocating  Unfunded  Vested  Benefits  which 
permitted  plans  to  make  certain  modifications 
in  the  four  statutory  methods.  The  regulation 
also  established  a  procedure  for  plans  to 
follow  in  applying  to  PBGC  for  approval  of 
alternative  methods  for  allocating  unfunded 
vested  benefits. 

During  FY  81,  PBGC  received  seven  re- 
quests for  approval  of  alternate  allocation 
methods.  Of  these,  six  cases  were  closed  dur- 
ing the  fiscal  year  and  one  was  pending  at  the 
end  of  the  fiscal  year. 

The  Multiemployer  Act  also  changed  the 
definition  of  a  "multiemployer  plan."  Some 
plans  that  became  multiemployer  plans  as  a 
result  of  the  change  in  definition  were  allowed 
to  elect  their  former  status  as  single-employer 
plans.  PBGC  issued  the  procedures  for  electing 
single-plan  status  in  May  1981;  elections  were 
required  to  be  filed  by  November  25,  1981. 

PBGC  also  issued  two  procedural  regula- 
tions affecting  multiemployer  plans.  The  first, 
on  Termination  for  Multiemployer  Plans,  de- 
scribed the  contents  of  and  procedures  for 
filing  a  notice  of  termination  with  PBGC. 

The  second,  on  Variances  for  Sale  of  Assets, 
described  the  procedure  for  requesting  a  vari- 
ance or  exemption  from  statutory  rules  under 
which  an  employer  that  sells  its  assets  will  not 
have  withdrawal  liability.  Section  4204  of  the 
Act  provides  that  certain  sales  of  assets  of 
contributing  employers  that  would  otherwise 


constitute  withdrawals  shall  not  be  treated  as 
withdrawals  if  certain  conditions  are  met. 

PBGC  is  authorized  to  waive  two  of  these 
requirements:  (1)  The  requirement  that  the 
purchaser  post  a  bond  or  establish  an  escrow 
account  in  the  amount  of  one  year's  contribu- 
tion to  the  plan,  and  (2)  the  requirement  that 
the  sales  contract  provide  that  if  the  purchaser 
withdraws  from  the  plan  within  five  plan  years 
after  the  sale  and  fails  to  pay  its  withdrawal 
liability,  the  seller  shall  be  secondarily  liable 
tor  the  withdrawal  liability  it  would  have  had 
but  for  Section  4204.  PBGC  received  four  per- 
fected requests  for  exemptions  from  these  re- 
quirements; of  these,  two  were  acted  upon 
and  two  were  pending  at  the  close  of  the  year. 

During  the  year,  PBGC  began  work  on  a 
number  of  other  multiemployer  regulations.  A 
proposed  regulation  on  the  notice  requirement 
for  mergers  or  transfers  of  assets  was  in  the 
final  stages  of  development.  In  addition,  a  reg- 
ulation on  notice  of  plan  insolvency  was  being 
drafted.  Developmental  work  also  started  on 
regulations  dealing  with  the  extension  of  the 
construction  industry-type  rule  to  other  indus- 
tries, interest  on  delinquent  withdrawal  liability 
payments,  arbitration  of  disputes  over  with- 
drawal liability,  and  a  definition  of  what  activi- 
ties are  included  in  the  "building  and  con- 
struction industry." 


Program 
Development 


Single-Employer  Regulations 

During  FY  1981  PBGC  issued  four  related  final 
regulations  and  one  proposed  regulation  cov- 
ering single-employer  plans. 

The  final  regulation  on  plan  sufficiency  pro- 
vides plan  administrators  with  the  guidance 
necessary  to  terminate  a  sufficient  plan  and  to 
distribute  the  plan's  assets.  The  final  regula- 
tion on  allocation  of  assets  provides  rules  for 
assigning  benefits  to  priority  categories  under 
Section  4044  of  ERISA  and  for  allocating  plan 
assets  to  benefits  in  accordance  with  those 
priority  categories.  This  regulation  is  used  to 
determine  the  level  of  benefits  payable  to 
each  participant  in  a  terminated  plan.  Further, 
this  regulation  is  necessary  to  determine  the 
liability  for  unfunded  guaranteed  benefits  in  an 
insufficient  plan. 

Under  Title  IV,  an  employer  is  liable  for  the 
amount  of  unfunded  guaranteed  benefits,  lim- 
ited by  30  percent  of  the  employer's  net  worth. 
The  final  regulation  on  employer  liability  speci- 
fies that  the  30-percent-of-net-worth  limitation 
on  employer  liability  will  be  based  on  the  fair 
market  value  of  the  employer's  business.  The 
regulation  also  provides  that  interest  will  ac- 
crue on  unpaid  employer  liability  from  the  date 
of  a  plan's  termination. 

In  addition,  PBGC  issued  a  final  regulation 
for  valuing  plan  benefits.  It  contains  rules  and 
actuarial  formulas  for  valuing  the  benefits  in 
terminating  plans.  As  part  of  the  regulation, 
PBGC  published  an  interim  rule  for  valuing 
deferred  early  retirement  benefits  applicable 
when  PBGC  is  to  pay  those  benefits. 


Previously,  PBGC  had  issued  interest  rates 
for  valuing  benefits  in  PBGC-trusteed  plans  on 
a  retroactive  basis.  During  the  year  PBGC 
began  issuing  these  interest  rates  prospec- 
tively. This  enables  plan  administrators  to 
compute  the  value  of  unfunded  guaranteed 
benefits  in  advance  of  the  date  of  plan  termi- 
nation, the  date  on  which  interest  begins  to 
accrue  on  employer  liability  in  the  case  of  an 
insufficient  plan. 

PBGC  also  proposed  rules  for  allocating 
and  distributing  residual  assets.  Residual 
assets  are  plan  assets  remaining  after  all 
benefits  in  priority  categories  one  through  six 
have  been  funded.  This  regulation  became 
final  shortly  after  the  end  of  the  fiscal  year. 

Proposed  Legislation  to  Revise  Single- 
Employer  Plan  Termination  Insurance 

As  reported  in  previous  annual  reports,  PBGC 
has  been  developing  concepts  for  revisions  to 
the  PBGC  insurance  program  for  single- 
employer  plans.  The  current  program  pro- 
vides opportunities  for  abuse.  An  ongoing 
employer  with  little  or  no  net  worth  may  find  it 


advantageous  to  terminate  an  underfunded 
plan,  thus  transferring  that  employer's  pen- 
sion obligations  to  PBGC,  and  through  PBGC's 
premium  system,  to  other  plan  sponsors. 

During  FY  81,  PBGC  became  involved  in 
litigation  arising  out  of  efforts  of  two  such 
employers  to  terminate  their  plans  and  simul- 
taneously establish  replacement  pension 
plans. 

Another  developing  problem  area  involves 
spinoffs  or  sales  of  businesses.  In  these 
cases,  a  stronger  company  may  sell  or  spin 
off  a  subsidiary  with  large  unfunded  pension 
liabilities.  If  the  purchaser  or  newly  created 
entity  has  little  or  no  net  worth  and  the  plan 
later  terminates,  the  selling  employer  has 
effectively  transferred  its  pension  obligations 
to  PBGC  and  the  premium  system. 

PBGC  has  been  concerned  that  the  poten- 
tial for  abuse  in  these  areas  poses  a  substan- 
tial threat  to  the  long-term  solvency  of  the 
insurance  program.  On  July  24, 1981 ,  Senator 
Donald  Nickles  and  Congressman  John  N. 
Erlenborn  introduced  identical  bills  to  revise 
ERISA  (S.  1541  and  H.R.  4330).  Title  VI  of 
each  bill  contains  provisions  to  amend  the 
single-employer  insurance  program  to  sharply 
limit  these  possible  abuses.  These  provisions 
are  based  on  the  concepts  that  PBGC  had 
previously  developed. 

The  legislation  would  protect  PBGC  by 
making  a  company  that  sells  or  spins  off  a 
business  contingently  liable  for  up  to  15  years, 
depending  on  the  funding  in  the  transferred 
plan,  in  the  event  a  plan  it  transfers  terminates 
and  becomes  a  claim  against  PBGC's  insur- 


ance program.  Transfer  liability  would  not  be 
imposed  if  the  new  employer  is  relatively 
strong  at  the  time  of  the  transfer  or  if  the 
transferor  has  fewer  than  35  employees. 

The  bills  also  would  change  the  insurable 
event  from  voluntary  termination  to  liquidation 
of  the  plan  sponsor.  This  change  in  the  insur- 
able event  would  prevent  ongoing  employers 
with  low  net  worth  from  shifting  the  responsi- 
bility to  fund  their  pension  plans  to  the  PBGC. 
Under  the  bills,  a  plan  could  be  terminated  by 
an  amendment  ceasing  further  crediting  of 
service  for  all  purposes,  but  the  employer 
would  continue  to  be  responsible  for  funding 
the  plan. 

Hearings  on  this  proposed  legislation  were 
scheduled  to  begin  during  FY  82. 

Recodification  of  Regulations 

PBGC  reorganized  its  regulations  in  the  Code 
of  Federal  Regulations  to  group  related  regu- 
lations together.  New  Subchapters  were  cre- 
ated for  administrative  rules,  rules  that  affect 
both  single-employer  and  multiemployer  plans, 
rules  that  affect  only  single-employer  plans, 
and  rules  that  affect  only  multiemployer  plans. 


Litigation 
Activity 


During  FY  81  the  number  of  cases  in  litiga- 
tion to  which  PBGC  was  a  party  continued  to 
grow.  At  year  end,  PBGC  had  an  inventory  of 
1 05  cases  compared  to  94  as  of  the  prior  year 
end. 

Single-Employer  Litigation 

The  following  section  highlights  court  deci- 
sions received  during  FY  81  which  may  have 
significant  impact  on  the  single-employer 
program. 

Ludlow  Industries,  Inc.  v.  PBGC:  On  July  27, 
1981,  the  U.S.  District  Court  for  the  Northern 
District  of  Illinois  decided  that  PBGC  is 
entitled  to  receive  interest  on  employer  lia- 
bility from  the  date  of  the  plan's  termination. 
The  court  reasoned  that  only  the  payment  of 
interest  on  employer  liability  from  the  date  of 
termination  would  prevent  the  absorption  of 
unwarranted  losses  by  the  PBGC.  In  the 
court's  view,  the  employer  liability  imposed 
under  Section  4062  of  ERISA  includes  such 
interest. 

Belland  v.  PBGC:  In  certain  circumstances, 
ERISA  provides  for  PBGC  benefit  guarantees 
of  participants'  benefits  in  plans  which  termi- 
nated after  June  30,  1974,  but  before  ERISA 
was  signed  into  law  on  September  2,  1974.  In 
this  case,  the  PBGC  denied  benefit  guarantees 
on  the  ground  that  the  plan  terminated  before 
July  1,  1974,  and  participants  contended  their 
plan  terminated  during  this  "window  period." 
Although  the  plant  involved  had  ceased  all 
production  in  June  of  1974,  two  plan  partici- 
pants had  worked  until  July  4,  1974. 

On  June  30,  1981,  the  U.S.  District  Court 
for  the  District  of  Columbia  affirmed  PBGC's 
decision.  It  concluded  that  its  function  was 
limited  to  a  review  of  PBGC's  decision  pur- 
suant to  the  Administrative  Procedure  Act  and 
that  PBGC's  decision  had  a  reasonable  basis. 


Lear  Siegler,  Inc.  v.  PBGC:  One  of  the  issues 
in  this  case  was  whether  a  benefit  increase 
effective  May  1,  1975,  through  April  30,  1976 
(the  date  of  plan  termination),  was  20%  guar- 
anteed by  PBGC  Generally,  20%  of  benefit 
increases  are  guaranteed  for  each  year  the 
increase  is  in  effect  prior  to  the  date  of  plan 
termination.  The  U.S.  Court  of  Appeals  for  the 
Sixth  Circuit  concluded,  contrary  to  PBGC's 
contention,  that  the  benefit  increase  was  not 
guaranteed.  The  court  interpreted  Section 
4022(bX8)  of  ERISA  as  indicating  that  the  year 
would  start  running  on  the  day  after  the  plan 
was  amended,  not  on  the  day  of  amendment, 
and  that  the  benefit  increase  had  therefore 
lacked  one  day  of  being  20%  guaranteed. 

PBGC  v.  Diamond  Reo  Trucks,  Inc. :  The  PBGC 
sued  a  bankrupt  corporation,  Diamond  Reo 
Trucks,  Inc.,  and  other  trades  or  businesses 
under  common  control  for  the  employer  lia- 
bility arising  from  the  termination  of  three  pen- 
sion plans  formerly  maintained  for  the  benefit 
of  Diamond  Reo  employees.  The  defendants 
contended  that  in  computing  the  limitation  on 
employer  liability,  30%  of  the  net  worth  of  the 
commonly  controlled  group,  PBGC  should 
subtract  the  "negative  net  worth"  of  the  bank- 
rupt. In  its  May  25,  1981,  decision,  the  U.S. 
District  Court  for  the  Western  District  of  Michi- 
gan upheld  PBGC's  determination  that  the 
bankrupt  should  be  valued  at  zero  in  calculat- 
ing the  commonly  controlled  group's  net 
worth. 


A-T-O,  Inc.  v.  PBGC:  On  November  12,  1980, 
the  U.S.  Court  of  Appeals  for  the  Sixth  Circuit 
held  that  the  imposition  of  employer  liability  of 
some  $193,000  did  not  impose  an  "unreason- 
able hardship"  on  A-T-O,  Inc.,  a  corporation 
with  profits  of  over  $11  million  in  the  year 
before  the  plan  terminated.  Accordingly,  re- 
viewing the  case  on  PBGC's  administrative 
record,  the  Court  of  Appeals  reversed  the 
lower  court  and  affirmed  PBGC's  refusal  to 
grant  a  waiver  of  employer  liability  to  A-T-O. 
The  Court  of  Appeals  held  that  PBGC's  inter- 
pretation of  the  term  "unreasonable  hardship" 
to  mean  "economic  hardship"  was  correct 
and  that  no  such  hardship  existed  for  A-T-O. 

Multiemployer  Litigation 

Passage  of  the  Multiemployer  Pension  Plan 
Amendments  Act  of  1980  on  September  26, 
1980,  has  resulted  in  a  number  of  challenges 
during  FY  81  to  the  constitutionality  of  the 
withdrawal  liability  provisions  which  were 
added  to  Title  IV.  PBGC  has  been  named  as 
defendant  in  four  new  lawsuits  while  an  older 
case,  Robbins  v.  PBGC,  which  challenged  the 
original  multiemployer  provisions,  now  chal- 
lenges the  new  provisions  as  well.  In  addition, 
approximately  20  lawsuits  challenging  the 
amendments  were  filed  during  the  year  in 
which  PBGC  has  not  been  made  a  party.  In 
the  cases  to  which  PBGC  is  a  party,  the 
following  significant  issues  have  been  raised. 


Gray  v.  PBGC:  An  employer  which  was  as- 
sessed withdrawal  liability  by  a  multiemployer 
plan  has  brought  this  action  in  the  U.S.  District 
Court  for  Oregon  against  the  plan  and  the 
PBGC  to  enjoin  the  assessment  or  collection 
of  withdrawal  liability  and  to  declare  these 
provisions  unconstitutional.  Specifically,  plain- 
tiff contends  that  the  law  impairs  its  collective 
bargaining  contracts,  is  retroactively  applied, 
requires  compulsory  arbitration,  and  is  an  ex 
post  facto  law. 

In  addition  the  plaintiff  sought  immediate 
temporary  and  preliminary  relief  from  the 
plan's  collecting  withdrawal  liability  or  invok- 
ing penalties  for  nonpayment  (especially 
accelerating  the  debt).  PBGC  had  opposed 
such  immediate  relief  on  the  grounds  that 
there  is  no  irreparable  harm,  in  the  absence  of 
which  the  employer  does  not  need  the  relief 
because  the  employer  can  request  arbitration 
thereby  precluding  the  plan  from  accelerating 
the  payment  schedule  or  seeking  other  penal- 
ties. PBGC  has  taken  a  similar  position  in 
each  of  the  other  new  cases  in  which  it  is  a 
party:  Bangor  Punta  v.  PBGC  (U.S.  District 
Court  for  Massachusetts);  and  Terson  v.  PBGC 
(U.S.  District  Court  for  the  Northern  District 
of  Illinois). 


Peick  v.  PBGC:  Plan  trustees,  the  union,  and 
employer  associations  have  joined  in  this 
action  in  the  U.S.  District  Court  for  the  North- 
ern District  of  Illinois  to  enjoin  PBGC  from 
enforcing  the  multiemployer  amendments. 
Specifically,  plaintiffs  claim  that  imposition  of 
withdrawal  liability  violates  due  process  be- 
cause the  Act  is  not  rational,  impairs  con- 
tracts, arbitrarily  treats  single-employer  and 
multiemployer  plans  differently,  imposes  a 
retroactive  effective  date,  is  too  vague,  and 
requires  compulsory  arbitration.  In  the  ab- 
sence of  disputed  issues  of  material  fact, 
PBGC  has  chosen  to  defend  on  the  merits 
through  a  motion  to  dismiss.  The  court's  deci- 
sion is  pending. 


Financial 


The  Financial  Statements  for  the  year 
ended  September  30,  1981,  reflect  an  $87 
million  loss  in  operations  for  the  single- 
employer  and  multiemployer  programs.  This 
includes  a  $94  million  loss  for  the  single  em- 
ployer program  and  a  $7  million  reduction  of 
the  previously  accumulated  deficit  for  the 
multiemployer  program. 

The  combined  loss  of  $87  million  is  pri- 
marily the  result  of  the  highest  total  of  claims 
for  terminated  plans  and  plans  pending  termi- 
nation that  PBGC  has  recorded  in  any  one 
year.  This  includes  an  estimated  net  claim  of 
$58.3  million  attributable  to  the  pending  termi- 
nation of  the  White  Motor  Company  pension 
plans — the  largest  total  claim  from  any  plan 
sponsor  in  PBGC's  history.  The  poor  perform- 
ance of  the  bond  and  equity  markets,  which 
adversely  affected  the  value  of  PBGC's  in- 
vested assets  during  the  year,  also  contrib- 
uted significantly  to  the  Corporation's  loss  for 
FY  81. 

More  detailed  information  concerning 
PBGC's  financial  results  for  FY  81  can  be 
found  in  the  Financial  Statements  and  Actu- 
arial Report  beginning  on  page  13. 

Assets  and  Investment 
Management 

Investment  Structure 

PBGC  maintains  two  separate  funds  to  finance 
each  of  its  pension  insurance  programs — a 
revolving  fund  and  a  trust  fund — covering 
multiemployer  and  single-employer  plans.  The 
revolving  funds  provide  for  the  collection  of 
premiums,  the  expenditures  for  PBGC  admin- 
istration and  the  payment  of  the  unfunded  por- 
tion of  pension  benefits.  The  trust  funds  con- 
sist of  assets  that  PBGC  acquires  when  it 
becomes  the  trustee  of  terminated  pension 
plans  as  well  as  those  sums  recovered  as 
employer  liability  payments. 

Revolving  Funds 

The  revolving  funds,  consisting  of  obligations 
issued  by  the  U.S.  Government,  had  a  market 
value  of  $174.2  million  as  of  September  30, 
1981.  PBGC's  fixed  income  advisor  assists 
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PBGC  in  selecting  the  types  of  securities 
issued  or  guaranteed  by  the  U.S.  Government 
to  be  included  in  the  revolving  funds. 

Trust  Funds 

PBGC  investment  policy  permits  trust  fund 
assets  to  be  commingled  and  invested  in  a 
diversified  portfolio  of  private-sector  securi- 
ties, primarily  equities.  PBGC  employs  three 
independent  investment  managers  who  spe- 
cialize in  different  areas  dealing  with  the 
equity  market.  Each  of  PBGC's  investment 
managers  operates  within  its  own  category  of 
investment  expertise  and  with  full  investment 
discretion  subject  to  PBGC's  guidelines. 
PBGC's  Advisory  Committee  and  its  Invest- 
ment Policy  Panel  advise  and  approve  invest- 
ment guidelines  and  policies. 

As  of  September  30, 1 981 ,  the  market  value 
of  the  commingled  trust  funds  was  $158.8 
million.  During  FY  81,  PBGC  transferred  $55 
million  in  new  trust  fund  assets  to  its  control, 
compared  to  $45  million  in  FY  80. 

Custodian  Bank  and  Investment  Managers 

The  custodian  bank  and  professional  invest- 
ment managers  employed  to  administer 
PBGC's  asset  management  program  are  as 
follows: 


Custodian  Bank: 


General  Equity 
Manager: 


Sector-Rotation 
Equity  Manager: 


Growth  Equity 
Manager: 


Fixed  Income 
Advisor: 


State  Street  Bank  and 

Trust  Co. 
Boston,  MA 

Alliance  Capital 

Management,  Inc. 
New  York,  NY 

Forstman-Leff 
Associates 
New  York,  NY 

Putnam  Advisory 
Company,  Inc. 
Boston,  MA 

Pacific  Investment 

Management 

Company 
Newport  Beach,  CA 


PBGC's  custodian  bank  serves  as  a  central 
depository  tor  the  trust  funds  and  assists 
PBGC  in  selling  assets  acquired  from  termi- 
nating plans  that  are  not  readily  marketable. 
PBGC's  investment  managers  select  from  the 
readily  marketable  assets  those  they  wish  to 
include  in  their  PBGC  portfolios.  Other  assets 
are  sold  by  the  custodian  bank,  and  the  pro- 
ceeds reinvested  by  the  investment  managers. 

Cash  Management 

In  February  1981,  PBGC  established  a  Gov- 
ernment Portfolio  Reserve  Fund,  as  part  of  the 
PBGC  cash  management  program.  The  Re- 
serve Fund  is  designed  to  coordinate  the 
investment  of  funds  with  projected  cash 
needs,  based  on  a  continually-updated 
12-month  cash  flow  forecast.  The  implemen- 
tation of  this  fund  has  reduced  annual  costs 
for  advisory  services.  These  savings  will  in- 
crease as  cash  requirements  expand  with  the 


Table  IV. 


increasing  number  of  pension  participants  to 
whom  guaranteed  benefits  will  be  paid. 

Investment  Performance 

Table  IV  below  shows  performance  figures  for 
Fiscal  Year  1980  and  Fiscal  Year  1981  to- 
gether with  the  annualized  four  year  returns 
compared  with  various  indices  for  the  corre- 
sponding periods.  Performance  figures  for 
both  PBGC's  invested  assets  and  the  indices 
have  been  adjusted  for  the  reinvestment  of 
dividends  and  interest,  including  realized  and 
unrealized  income,  and  are  calculated  on  a 
time-weighted  basis. 

While  PBGC  experienced  negative  returns 
on  both  the  trust  funds  and  the  government 
portfolio  this  year,  the  portfolios  performed 
better  than  their  respective  markets  as  a 
whole.  As  may  be  noted  in  Table  IV,  market  in- 
dices were  exceeded  by  both  funds  in  recent 
years. 


Fiscal  Year 
1981 


Fiscal  Year 
1980 


From  Fiscal 
1978-1981 
Annualized 


Revolving  Funds  —  Government  Securities 
Total  Trust  Funds  —  Commingled  Equities 
Corporate  Bond  Index  (Salomon  Bros.  High-Grade 

Long-Term) 
S&P  500 
New  York  Stock  Exchange  Index 


-1.7% 

-7.2% 

-.4% 

-2.9% 

+  26.6% 

+  11.9% 

-11.2% 

-11.4% 

-5.1% 

-3.1% 

+  21.3% 

+  10.3% 

-2.9% 

+  22.8% 

+  11.8% 

Liquidation  of  Insurance  Contracts 

In  accepting  trusteeship  of  terminated  pen- 
sion plans,  PBGC  assumes  various  types  of 
insurance  annuity  contracts.  These  insurance 
contracts  were  purchased  by  the  plan  spon- 
sor to  fund  some  of  the  promised  retirement 
benefits.  While  these  insurance  contracts  are 
guaranteed  by  the  insurance  carrier  to  provide 
specified  rates  of  return,  those  returns  are 


almost  always  significantly  below  current 
market  rates.  Although  some  of  the  insurance 
contracts  allow  for  some  earnings  enhance- 
ment by  participation  in  the  carrier's  overall 
investment  performance,  the  historical  returns 
on  the  insurance  contracts  have  been  shown 
to  generally  trail  returns  available  on  other, 
more  flexible  investment  programs. 
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Beginning  in  1980,  PBGC  started  a  program 
to  liquidate  certain  insurance  contracts.  For 
each  contract,  the  PBGC  performs  an  ac- 
tuarial and  financial  analysis  to  ascertain 
whether  the  liquidation  will  Pe  favorable  at 
current  market  rates  of  return,  considering  the 
penalty  charges  assessed  by  the  carriers  for 
liquidating  the  contracts.  PBGC  negotiated  the 
liquidation  of  30  insurance  contracts  with  total 
assets  of  $12.3  million  during  Fiscal  Year 
1981.  This  program  began  in  Fiscal  Year  1980 
when  PBGC  negotiated  two  insurance  con- 
tracts with  assets  of  $8.4  million.  This 
program  is  designed  to  have  a  significant  and 
positive  impact  on  income  over  an  extended 
period  of  time. 

Premium  Income,  Benefit  Payments,  and 
Reserve  for  Present  Value  of  Guaranteed 
Future  Benefits 

During  Fiscal  Year  1981,  premium  income 
grew  by  $1 1  million  primarily  as  a  result  of  the 
increase  in  the  multiemployer  program's  pre- 
mium rate.  Premium  income  totalled  $86.7 
million  for  the  year.  Benefit  payments  in- 
creased by  $20.6  million  during  the  year,  with 
total  benefit  payouts  reaching  $61.1  million  for 
both  programs. 

PBGC's  reserve  for  the  present  value  of 
guaranteed  future  benefits  grew  by  $151.3 
million  and  totalled  $723  million  at  the  end  of 
FY  81.  As  of  year  end,  the  Corporation  had 
$368  million  in  invested  assets  available  to 
pay  guaranteed  benefits. 


Financial  Management 
Improvement  Program 

In  1979,  a  major  effort  was  initiated  to  make 
improvements  in  the  information  flow  and 
processes  affecting  the  preparation  of  the 
Corporation's  financial  statements.  This  effort 
was  intended  to  overcome  deficiencies  noted 
earlier  that  year  by  the  General  Accounting 
Office  in  its  audit  of  PBGC's  financial  state- 
ments. In  connection  with  its  subsequent  audit 
of  the  Corporation's  financial  statements  for 
FY  80,  the  General  Accounting  Office  noted 
that  substantial  progress  had  been  made  since 
its  earlier  negative  report  was  rendered.  This 
improvement  program  is  continuing. 

Among  the  most  important  of  the  accom- 
plishments thus  far  is  the  institution  of  stricter 
controls  over  premium  form  filings  and  pre- 
mium collections.  In  this  connection  a  study  of 
major  plan  filings  from  PBGC's  inception  to 
the  present  was  made  to  determine  compli- 
ance with  premium  filing  requirements,  and  a 
program  was  established  for  assessing  pen- 
alty and  interest  on  late  filings. 
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Introduction  to  Financial  Statements 

Management  of  the  Pension  Benefit  Guaranty 
Corporation  (PBGC)  has  prepared  the  accom- 
panying Statements  of  Financial  Condition  of 
the  Corporation  as  of  SeptemPer  30,  1981, 
and  as  of  SeptemPer  30,  1980,  and  the  State- 
ments of  Operations  and  Changes  in  Equity 
and  Statements  of  Changes  in  Financial  Con- 
dition for  the  year  ended  September  30,  1 981 , 
and  the  year  ended  September  30,  1980. 
_  As  discussed  in  the  Annual   Report  for 
Fiscal  Year  1980,  the  General  Accounting 
Office  (GAO)  issued  a  disclaimer  of  opinion  on 
the  statements  for  the  year  ended  September 
30, 1977,  and  intends  to  issue  a  disclaimer  for 
the  year  ended  September  30,  1980,  princi- 
pally due  to  the  estimating  of  amounts  for  the 
liability  for  the  present  value  of  guaranteed 
future  benefits  and  to  a  lesser  extent  other  line 
items  on  the  financial  statements.  The  GAO 
comments  did  not  assert  that  the  amounts 
arrived  at  for  the  liability  for  the  present  value 
of  guaranteed  future  benefits  were  incorrect 
but  rather  that  the  data  available  were  inade- 
quate to  provide  a  reliable  estimate  for  this 
item.  The  GAO  does  not  plan  to  audit  the 
financial  statements  for  the  year  ended  Sep- 
tember 30,  1981. 


In  connection  with  their  audit  of  the  Corpo- 
ration's financial  statements  for  September 
30,  1980,  the  GAO  has  noted  that  PBGC  has 
made  substantial  improvements  in  eliminating 
the  deficiencies  covered  in  their  previous 
report. 

In  the  opinion  of  management,  subject  to 
the  effects,  if  any,  on  the  financial  statements 
of  the  validation  of  estimated  amounts  in  con- 
nection with  the  reserve  for  guaranteed  bene- 
fits and  the  ultimate  resolution  of  the  matters 
described  in  the  following  two  paragraphs,  the 
financial  statements  referred  to  above  present 
fairly  the  financial  position  of  PBGC  as  of  Sep- 
tember 30,  1981,  and  as  of  September  30, 
1980,  and  for  the  periods  then  ended,  in  con- 
formity with  generally  accepted  accounting 
principles  applied  on  a  consistent  basis. 

As  discussed  in  Note  2G2,  "Plans  Pending 
Termination,"  the  reserve  includes  estimates 
of  certain  probable  losses  from  future  plan 
terminations  based  upon  (1)  available  informa- 
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tion  on  certain  plans  which  were  under  active 
review  by  PBGC  at  year  end,  and  (2)  prior 
experience  concerning  terminations  which 
have  occurred  prior  to  year  end,  but  for  which 
PBGC  did  not  have  specific  knowledge  as  of 
the  date  the  statements  were  prepared.  In 
addition  to  amounts  provided  in  this  reserve, 
there  are  several  other  plans  under  review 
which  management  believes  may  require  loss 
recognition  in  the  future.  The  manifestations 
of  some  of  these  possible  losses  are  subject 
to  events  not  necessarily  under  PBGC's  con- 
trol. Such  terminations  by  plans  with  losses 
ranging  up  to  several  hundred  million  dollars 
or  more  could  have  a  material  impact  on 
PBGC's  financial  position.  At  the  present  time 
several  very  large  single  employer  pension 
plans  are  known  to  be  in  some  danger  of  termi- 
nation with  insufficient  assets,  due  to  the 
financial  difficulties  of  their  corporate  spon- 
sor. However,  PBGC  does  not  have  sufficient 
basis  for  determining  that  any  specific  corpo- 
ration will  fail  or  that  an  associated  plan  termi- 
nation will  occur,  and  the  prospect  of  any 
resulting  loss  occurring  is  subject  to  events 
not  necessarily  under  PBGC's  control. 

As  discussed  in  Note  6,  "Litigation,"  there 
is  currently  pending  litigation  which  could 
have  significant  financial  implications.  Some 
of  the  major  issues  involve  the  ability  of  the 
Corporation  to  assess  and  collect  employer 


liability  amounts,  the  right  to  collect  premiums 
and  unpaid  employer  contributions  in  certain 
circumstances,  establishing  whether  termina- 
tions have  occurred  and  whether  certain 
benefits  are  guaranteed  by  PBGC.  Although 
management  and  counsel  believe  that  PBGC's 
position  in  these  matters  will  be  endorsed  by 
the  courts,  neither  is  in  a  position  to  predict 
the  ultimate  outcome  of  this  litigation. 

The  ultimate  resolution  of  legal  matters  dis- 
cussed in  the  preceding  paragraph  and  the 
effect  of  future  plan  terminations  could  have  a 
material  impact  on  the  financial  condition  and 
results  of  operations  reported  in  the  financial 
statements. 

December  16,  1981 
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Management's  Review  of  Changes 
in  the  Statement  of  Operations 

Operations  for  the  year  ended  September  30, 
1981,  resulted  in  a  loss  of  $86,900,000  as 
compared  to  $54,200,000  of  income  for  the 
prior  year.  As  discussed  below,  the  increase 
in  losses  on  terminated  plans  and  plans  pend- 
ing termination  was  the  main  reason  for  the 
loss  in  operations  in  1981. 

Premium  income  increased  by  $1 1 ,000,000 
due  principally  to  an  increase  in  the  multi- 
employer premium  rate  applicable  to  the  cur- 
rent year. 

Investment  and  other  income  decreased  by 
$29,600,000.  This  was  primarily  the  result  of 
the  poor  performance  in  the  equity  market  this 
year,  producing  a  loss  of  $21,300,000,  as 
compared  to  the  excellent  results  ($23,200,000 
gain)  last  year  causing  a  difference  of 
$44,500,000.  This  was  partially  offset  by  a  re- 
duction of  the  loss  in  government  securities 
by  $4,100,000.  Higher  interest  rates  and  a 
larger  investment  portfolio  contributed  to  the 
increase  in  interest  and  dividend  income  of 
$10,800,000  in  1981  over  the  previous  year. 

Losses  on  terminated  plans  and  plans  pend- 
ing termination  increased  by  $115,100,000  in 
1981.  Two  losses  totalling  $80,000,000  includ- 
ing one  which  was  the  largest  in  PBGC's 
history,  were  the  major  contributing  factors 
for  this  increase. 

Additional  causes  were  adjustments  to  in- 
crease the  losses  on  plans  previously  reported 
and  an  unusually  low  loss  reported  in  the  pre- 
vious year. 


The  actuarial  adjustment  of  $3,000,000 
consists  of  two  major  components.  The  first  is 
a  $54,000,000  credit  resulting  from  a  change 
in  the  interest  rates  used  to  value  PBGC's  lia- 
bilities (9.00%  in  1980  to  10.25%  in  1981). 
This  change  is  attributable  to  the  change  in 
PBGC's  closeout  rate  used  to  value  the  Cor- 
poration's liabilities.  The  second  principal  item 
is  represented  by  a  charge  of  $57,000,000 
which  is  a  result  of  the  increase  in  the  present 
value  of  the  Corporation's  liabilities  due  to  the 
passage  of  time.  If  the  program  were  fully 
funded,  this  charge  would  equal  investment 
and  other  income.  This  charge  exceeds  invest- 
ment and  other  income  because  this  program 
is  not  fully  funded  and  the  investments  did  not 
earn  the  return  required  by  the  actuarial 
assumptions. 

Administrative  expenses  were  5%  higher  in 
1 981  than  in  1 980,  due  to  increased  costs  that 
were  not  fully  offset  by  personnel  reductions. 
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Pension  Benefit  Guaranty  Corporation 
Statements  of  Financial  Condition 

(Dollars  in  thousands) 


Single-Employer  Fund 


Multiemployer  Fund 


Total 


September  30, 
1981  1980 

(Restated 
see  Note 
2G2) 


September  30, 
1981  1980 


Assets 

Investments,  at  market  —  Notes  2C 
and  3: 


September  30, 
1981  1980 

(Restated  ■ 
see  Note 
2G2) 


U.S.  Government  securities 

$170,703 

$144,977 

$11,342 

$  6,229 

$182,045 

$151,206 

Common  stock  and  other  equity 

securities 

115,472 

105,655 

8,176 

10,012 

123,648 

115,667 

Commercial  paper,  certificates  of 

deposit  and  other  short  term 

investments 

33,146 

9,771 

2,217 

178 

35,363 

9,949 

Corporate  bonds 

873 

588 

7 

— 

880 

588 

Insurance  contracts 

25,301 

27,247 

— 

— 

25,301 

27,247 

Other  fixed  maturities 

801 

351 

15 

1,007 

816 

1,358 

Total  investments 

346,296 

288,589 

21,757 

17,426 

368,053 

306,015 

Cash 

1,607 

1,089 

271 

199 

1,878 

1,288 

Premium  income  receivable  —  Note  2E 

3,450 

2,739 

2,312 

726 

5,762 

3,465 

Accrued  investment  income 

7,185 

5,534 

492 

329 

7,677 

5,863 

Note  receivable  —  financial  assistance 

program  —  Note  5 

— 

— 

311 

— 

311 

— 

Other  receivables  —  Note  2C 

13,015 

14,635 

399 

— 

13,414 

14,635 

Amounts  due  for  employer  liability  — 

Note  2D: 

By  agreement 

5,770 

3,191 

875 

1,090 

6,645 

4,281 

Estimated  future  settlements: 

Trusteed  plans 

23,438 

34,134 

680 

571 

24,118 

34,705 

Terminated  plans  pending  trusteeship 

5,477 

10,838 

314 

547 

5,791 

1 1 ,385 

Plans  pending  termination 

3,000 

1,000 

— 

— 

3,000 

1,000 

Assets  not  in  trusteeship: 

Terminated  plans  pending  trusteeship 

60,430 

68,027 

554 

138 

60,984 

68,165 

Plans  pending  termination  — 

Note  2G2 

56,000 

36,000 

— 

— 

56,000 

36,000 

Furniture  and  equipment,  net  — 

Note  2F 

736 

759 

70 

72 

806 

831 

$526,404 

$466,535 

$28,035 

$21,098 

$554,439 

$487,633 

See  notes  to  financial  statements. 
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(Dollars  in  thousands) 


Single-Employer  Fund 

Multiemployer  Fund 

Total 

September  30, 
1981                 1980 

(Restated  — 
see  Note 
2G2) 

September  30, 
1981               1980 

September  30, 
1981                 1980 

(Restated  — 
see  Note 
2G2) 

Liabilities 

Reserve  for  present  value  of  guaranteed 
future  benefits: 
Trusteed  plans  —  Note  2G1 
Terminated  plans  pending  trustee- 
ship —  Note  2G1 
Plans  pending  termination  — 
Note  2G2 

$431,000 
128,000 
137,000 

$352,000 

110,000 

81,000 

$27,000         $28,700 

$458,000 
128,000 
137,000 

$380,700 

110,000 

81,000 

696,000 


543,000 


27,000 


28,700 


723,000 


571,700 


Unearned  premium  income  —  Note  2E 
Accounts  payable 

Accrued  expenses  and  other  liabilities  — 
Note  2H 


14,721 
3,262 

1,214 


715,197 


14,361 
2,735 

1,045 


561,141 


1,966 
162 

158 


29,286 


707 
158 

68 


29,633 


16,687 

15,068 

3,424 

2,893 

1,372 

1,113 

744,483 


590,774 


Equity  —  Note  4 

Accumulated  results  of  operations  — 
(deficit) 

Commitments  and  Contingencies 

Notes  2H,  6  and  7 


See  notes  to  financial  statements. 


(188,793)  (94,606) 


$526,404         $466,535 


(1,251)     (8,535)      (190,044)    (103,141) 


$28,035    $21,098      $554,439    $487,633 
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Pension  Benefit  Guaranty  Corporation 
Statements  of  Operations  and  Changes  in 

(Dollars  in  thousands) 

Equity 

Single-Employer  Fund 

Multiempl 

oyer  Fund 

Total 

Year  Ended 

September  30, 
1981                 1980 

Year  Ended 

September  30, 
1981               1980 

Year  Ended 

September  30, 
1981                 1980 

Revenues 

Premium  income  —  Note  2E 
Investment  and  other  income  —  Notes  2C 
and  3 

$    74,952 
(5,382) 

$    71,171 
22,257 

$11,709 
(84) 

$    4,472 
1,847 

$    86,661 
(5,466) 
81,195 

142,220 

22,909 

2,969 

$    75,643 
24,104 

Total 

69,570 

93,428 

11,625 

6,319 

99,747 

Expenses 

Losses  on  terminated  plans  and  plans 

pending  termination 
Administrative  expenses 
Actuarial  adjustments 

140,586 

20,632 

2,539 

26,258 
19,771 
(4,388) 

1,634 

2,277 

430 

855 

2,072 
994 

27,113 
21,843 
(3,394) 

Total 

163,757 

41,641 

4,341 

3,921 

168,098 
(86,903) 

(103,141) 

45,562 

Results  of  operations  —  income  (loss) 

Changes  in  Equity 

Accumulated  results  of  operations  — 
beginning  of  the  period  —  (loss) 

Change  in  statutory  limitation  of  guaranteed 
benefits  offset  against  the  present  value 
of  future  benefits  payable  —  Note  2G1 

(94,187) 
(94,606) 

51,787 
(146,393) 

7,284 
(8,535) 

2,398 
(10,933) 

54,185 

(146,393) 
(1 0,933) 

Accumulated  results  of  operations  —  end 
of  period  —  (loss) 

$(188,793) 

$  (94,606) 

$  (1,251) 

$  (8,535) 

$(190,044) 

$(103,141) 

See  notes  to  financial  statements. 
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Pension  Benefit  Guarantee  Corporation 
Statements  of  Changes  in  Financial  Condition 

(Dollars  in  thousands) 


Total  provided  by  operations 


Uses  of  Funds 

Additions  to  furniture  and  equipment 
Increase  in  other  assets 
(Increase)  decrease  in  other  liabilities 
Increase  in  assets  of  terminated  plans 

pending  trusteeship  and  plans  pending 

termination 
Increase  (decrease)  in  amounts  due  from 

employers 
Benefit  payments 


Total  uses 


Increase  in  cash  and  investments 


Single-Employer  Fund 


Year  Ended 

September  30, 
1981  1980 

(Restated) 


Source  of  Funds  from  Operations 

Results  of  operations  —  income  (loss) 
Charges  to  operations  not  affecting  cash 

and  investments: 

Depreciation 

Present  value  of  liabilities  assumed 

Actuarial  adjustments 

Increase  in  reserve  for  pending 
terminations 

Increase  in  unearned  premiums 


$  (94,187)        $  51,787 


99 

151,257 

2,539 

56,000 
360 


116,068 


76 
742 
(696) 


12,403 

(11,478) 
56,796 


57,843 


147 
78,071 
(4,388) 

26,429 
997 


153,043 


168 
7,517 
1,565 


35,383 

6,140 
36,683 


87,456 


$    58,225  $  65,587 


Multiemployer  Fund 


Year  Ended 

September  30, 
1981  1980 


$  7,284 


11 

2,199 

430 


1,259 


$2,398 


17 

1,487 

994 


36 


11,183 


4,932 


9 

2,459 

(94) 


416 

(339) 
4,329 


22 

133 
487 


138 

44 
3,882 


6,780 


4,706 


$  4,403 


$    226 


Total 


Year  Ended 

September  30, 
1981  1980 

(Restated) 


$  (86,903)         $  54,185 


110 

153,456 

2,969 

56,000 
1,619 


127,251 


85 
3,201 
(790) 


12,819 

(11,817) 
61,125 


64,623 


164 
79,558 
(3,394) 

26,429 
1,033 


157,975 


190 

7,650 
2,052 


35,521 

6,184 
40,565 


92,162 


$    62,628         $  65,813 


See  notes  to  financial  statements. 
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Notes  to  Financial  Statements 

Pension  Benefit  Guaranty 
Corporation 

September  30,  1981 


Note  1  —  Organization  and  Purpose 

PBGC  is  a  federal  government  corporation 
which  guarantees  basic  pension  benefits.  This 
coverage  is  provided  within  statutory  limits  to 
participants  in  all  covered  private  defined 
benefit  pension  plans. 

PBGC  is  a  self-financed  corporation  which 
is  subject  to  the  provisions  of  the  Government 
Corporation  Control  Act.  PBGC's  income  is 
derived  primarily  from  premiums  paid  by  cov- 
ered pension  plans.  PBGC  was  created  by 
Title  IV  of  the  Employee  Retirement  Income 
Security  Act  of  1974  (ERISA)  and  its  activities 
are  defined  in  ERISA,  as  amended.  PBGC 
commenced  operations  on  September  2,  1974. 

When  a  single  employer  plan  covered  by 
PBGC  terminates  without  enough  assets  to 
cover  its  liabilities,  PBGC  is  liable  for  the  pay- 
ment of  all  guaranteed  benefits  in  the  plan. 
The  net  liability  or  loss  assumed  by  PBGC  is 
equal  to  the  present  value  of  the  guaranteed 
future  benefits  less  (1)  the  amounts  that  are 
provided  by  the  plan's  assets  and  (2)  the 
amounts  that  are  recoverable  by  PBGC  from 
the  employees)  that  maintained  the  plan. 

PBGC  may  also  be  contingently  liable  in  the 
event  an  insurance  carrier  should  fail  to  pay 
benefits  for  annuities  purchased  by  a  plan  pur- 
suant to  receiving  a  Notice  of  Sufficiency. 
Since  these  annuities  must  be  purchased 
from  carriers  licensed  by  a  state  or  the  Dis- 
trict of  Columbia,  PBGC  regards  the  potential 
of  such  a  loss  materializing  as  being  remote. 
No  provision  is  made  in  the  statements  for  this 
contingency. 

PBGC  insurance  coverage  applies  to  all 
single  and  multiemployer  defined  benefit 
plans  that  meet  the  criteria  specified  in  Sec- 
tion 4021  of  ERISA.  Public  Law  96-364,  the 
Multiemployer  Pension  Plan  Amendments  Act 
of  1980  (Multiemployer  Act)  was  signed  into 
law  on  September  26,  1980.  It  significantly 
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changed  the  nature  of  the  multiemployer  in- 
surance program.  (See  Note  5,  "Multiem- 
ployer Plans.") 


Note  2  —  Basis  of  Financial  Statements 

2  A.  Basic  Accounting  Policies 

2  A  1.  Single  Employer  Fund 
The  Single  Employer  Fund  includes  the  assets 
and  liabilities  of  all  such  defined  benefit  pen- 
sion plans  for  which  PBGC  is  trustee,  for 
those  plans  which  have  terminated  and  are 
expected  to  result  in  PBGC  trusteeship,  and 
those  plans  in  which  PBGC  has  determined 
are  pending  termination.  PBGC's  loss  is  deter- 
mined as  of  the  date  of  termination  or  in  the 
case  of  plans  pending  termination,  the  date  of 
the  financial  statement.  The  loss  is  equal  to 
the  plan  asset  insufficiency  (present  value  of 
guaranteed  future  benefits  less  plan  assets 
acquired)  less  the  estimated  present  value  of 
amounts  expected  to  be  recovered  from  the 
employer(s).  The  latter  amount  is  collectible 
from  the  employer(s)  that  maintained  the  plan, 
in  accordance  with  the  employer  liability  pro- 
visions of  ERISA. 

2  A  2.  Multiemployer  Fund 
The  Multiemployer  Fund,  like  the  Single  Em- 
ployer Fund,  includes  the  assets  and  liabilities 
of  all  defined  benefit  pension  plans  for  which 
PBGC  is  trustee.  For  those  multiemployer 
plans  which  terminated  prior  to  August  1, 
1980,  PBGC's  liability  is  recognized  as  of  the 
date  that  PBGC  agrees  to  grant  discretionary 
benefit  guarantees.  For  those  plans  which  ter- 
minated between  August  1 ,  1980  and  Septem- 
ber 25, 1 980,  the  liability  was  recognized  as  of 
the  termination  date.  From  September  26, 
1 980,  PBGC  must  provide  funds  to  plans  sat- 
isfying the  statutory  tests  for  needing  financial 
assistance.  Losses  arising  from  requests  for 
financial  assistance  will  be  recognized  in  any 
case  that  PBGC  both  agrees  to  grant  assist- 
ance and  determines  that  the  financial  assist- 
ance is  likely  to  be  repaid. 


2  A3.  Single  and  Multiemployer  Funds 
The  statements  include  estimated  financial 
data  relating  to  certain  plans  for  which  actual 
data  was  unavailable  to  PBGC.  In  some  cases, 
a  final  determination  has  not  been  made  as  to 
the  effective  date  of  a  plan's  termination.  In 
these  cases  statements  reflect  the  date  of  ter- 
mination which  PBGC  believes  is  most  appro- 
priate under  the  circumstances.  Changes  in 
these  estimated  values  are  reflected  in  the 
financial  statements  for  the  period  in  which 
revised  or  final  data  becomes  available. 

In  addition,  the  statements  include  a  provi- 
sion for  losses  on  pending  terminations.  That 
provision  is  based  on  reportable  events  and 
prior  experience  where  PBGC  believes  a  net 
liability  will  result  in  a  subsequent  period.  (See 
Note  2G2,  "Plans  Pending  Termination.") 

2  B.  Fund  Accounting 

PBGC  maintains  both  a  revolving  fund  and  a 
trust  fund  for  each  of  its  basic  benefit  pro- 
grams (single-employer  and  multiemployer). 
For  presentation  in  the  financial  statements, 
the  single-employer  revolving  and  trust  funds 
have  been  combined  as  have  the  multi- 
employer funds.  The  single-employer  and 
multiemployer  funds,  however,  are  separate 
entities;  and  gains  from  one  cannot  be  used  to 
offset  losses  from  the  other  fund. 

2  C.  Asset  Valuation 

Assets  assumed  by  PBGC  from  terminating 
plans  and  plans  pending  termination  are 
valued  at  fair  market  value.  Insurance  con- 
tracts are  valued  in  accordance  with  the  rules 
PBGC  has  proposed  for  valuing  insurance 


contracts  upon  plan  termination.  These  rules 
measure  the  current  value  of  the  unallocated 
portion  of  insurance  contracts.  The  value  re- 
ported is  the  greater  of  (1)  the  value  that  can 
be  transferred  to  PBGC  (its  cash-out  amount 
based  on  the  present  value)  or  (2)  the  value  to 
PBGC  of  the  benefits  that  could  be  purchased 
through  conversion  of  the  contract  to  fully  allo- 
cated annuities  under  the  relevant  insurance 
contract.  Any  gain  or  loss  in  the  value  of  all 
assets,  whether  realized  or  unrealized,  is  in- 
cluded in  investment  income  in  the  accom- 
panying Statements  of  Operations.  (See  Note 
3,  "Investment  Policy.") 

The  Statements  of  Financial  Condition  also 
include  an  amount  for  unpaid  employer  contri- 
butions which  are  due  the  plan  as  of  the  date 
of  termination.  This  amount  is  based  upon 
PBGC's  estimates  of  the  amounts  due  the 
plan.  For  plans  in  which  PBGC  is  trustee, 
amounts  unpaid  as  of  the  fiscal  year  end  are 
reported  under  other  receivables. 

For  valuation  of  amounts  due  for  employer 
liability,  see  Note  2D,  "Employer  Liability." 


2  D.  Employer  Liability 

An  employer  is  liable  to  PBGC  whenever  a 
plan  under  its  sponsorship  terminates  without 
sufficient  assets  to  pay  plan  benefits 
guaranteed  by  PBGC.  The  amount  of  this  lia- 
bility is  the  excess  of  the  value  of  the  guaran- 
teed future  benefits  over  the  value  of  the  plan 
assets;  however,  the  liability  cannot  exceed 
30  percent  of  the  employer's  statutory  net 
worth.  This  liability  is  measured  as  of  the  date 
of  termination  or  in  certain  cases  within  120 
days  of  the  date  of  termination.  Amounts  esti- 
mated to  be  recoverable  from  employers  are 
recognized  by  PBGC  as  an  asset  as  of  the 
date  of  termination. 
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The  amounts  shown  as  due  for  employer 
liability,  after  considering  their  collectibility, 
represent  the  total  of  estimated  future  settle- 
ments with  employers  for  liability  pursuant  to 
ERISA  and  amounts  recoverable  by  formal 
agreement.    These    amounts    are    reported 
separately  in  the  financial  statements.  Esti- 
mated future  settlements  are  based  in  certain 
instances  on  estimated  values  of  (1)  plan  lia- 
bilities for  present  value  of  guaranteed  future 
benefits,  (2)  plan  assets  and/or  (3)  employer 
net  worth,  if  applicable.  A  PBGC  regulation  (29 
CFR  Part  2622)  effective  April  1,  1981,  pro- 
vides that  PBGC  charges  interest  on  unpaid 
employer  liability  beginning  April  1,  1981,  at 
the  rate  of  interest  charged  by  the  IRS  on  de- 
linquent tax  payments.  The  interest  applicable 
to  this  regulation  is  accrued  ($1,794,578  as  of 
September  30,  1981)  and  the  income  is  in- 
cluded in  investment  and  other  income  in  the 
financial  statements.  The  amounts  shown  are 
based  on  the  premise  that  the  employer  liabil- 
ity provisions  of   ERISA  as   interpreted  by 
PBGC  are  legally  enforceable.  There  have, 
however,  been  several  legal  challenges  to 
these  provisions.   To  date,   several   federal 
courts  have  ruled  in  favor  of  PBGC  on  this 
issue.  (See  Note  6,  "Litigation.") 


2  E.  Premium  Income 

All  premiums  are  recognized  as  revenues  as 
they  are  earned  during  the  year.  Plans  are  re- 
quired to  pay  premiums  by  the  end  of  the 
seventh  full  month  after  the  beginning  of  the 
plan  year.  As  a  result,  a  receivable  for  premium 
income  earned  but  not  received  by  year  end  is 
normally  associated  with  plan  years  that 
begin  between  March  2  and  September  30. 
Unearned  premium  income,  which  reflects 
amounts  that  have  been  received  but  not  yet 
earned  is  normally  recorded  for  plan  years  be- 
ginning between  October  2  and  March  1 . 

ERISA  provides  that  PBGC  shall  not  cease 
to  guarantee  basic  benefits  because  of  the 
failure  of  a  plan  administrator  to  pay  any 
premium  when  due. 


PBGC,  as  provided  in  ERISA,  is  authorized 
to  assess  a  late  payment  penalty.  In  addition, 
interest  is  chargeable  for  underpayment,  non- 
payment, or  late  payment  of  premiums.  All  of 
these  items,  less  refunds,  are  included  in  pre- 
mium income.  Management  does  not  believe 
these  amounts  to  be  significant  in  relation  to 
the  total  premiums  collected  by  PBGC. 

The  Multiemployer  Act  revised  the  multi- 
employer premium  schedule.  Under  ERISA, 
multiemployer  plans  previously  paid  annual 
premiums  at  a  rate  of  $.50  per  participant. 
The  Multiemployer  Act  established  a  gradu- 
ated increase  in  the  premium  rate  for  multi- 
employer plans  from  $.50  to  $2.60  per  partici- 
pant over  a  ten  year  period,  beginning  when 
the  Multiemployer  Act  was  passed  on  Sep- 
tember 26,  1980.  Fiscal  Year  1981  includes 
the  effect  of  the  premium  rate  increase  from 
$.50  to  $1.40  for  plan  years  subsequent  to 
September  26,  1980. 


2  F.  Depreciation 

Depreciation  of  furniture  and  equipment  is 
recognized  on  the  straight-line  basis  over  the 
estimated  useful  lives  of  the  assets,  which 
range  from  five  to  ten  years. 

Leasehold  improvements  (the  amounts  of 
which  are  not  significant)  have  been  charged 
to  operations  as  incurred. 
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2  G.  Present  Value  of  Guaranteed  Future 

Benefits 

2  G  1.   Trusteed  Plans  or  Terminated  Plans 

Pending  Trusteeship 
The  reserve  for  present  value  of  guaranteed 
future  benefits  represents  the  present  value  of 
future  payments  of  guaranteed  benefits  for 
plans  which  have  terminated  as  of  the  end  of 
the  fiscal  year,  and  for  which  PBGC  either  has 
assumed  trusteeship  or  is  expected  to  be- 
come trustee.  It  is  computed  using  the  actu- 
arial methods  prescribed  in  PBGC's  Valuation 
of  Plan  Benefits  Regulation  (29  CFR  2619). 
The  reserve  for  present  value  of  guaranteed 
future  benefits  as  of  the  end  of  PBGC's  fiscal 


year  is  based  upon  the  actuarial  assumptions 
in  effect  on  that  date. 

A  significant  portion  of  the  reserve  is  based 
upon  estimated  data,  since  in  many  cases  a 
final  actuarial  determination  has  not  yet  been 
made  by  PBGC.  Any  changes  in  these  esti- 
mates are  reflected  in  the  fiscal  year  in  which 
the  benefits  are  actuarially  determined  or  re- 
estimated  by  PBGC. 

The  reserve  is  adjusted  subsequent  to  the 
date  of  plan  termination  to  reflect  benefits 
paid,  the  passage  of  time,  the  write-off  of 
amounts  not  recoverable  by  PBGC,  changes 
in  actuarial  assumptions  and  other  factors. 
The  impact  of  these  adjustments  is  reported 
as  an  actuarial  adjustment  in  the  Statement  of 
Operations  and  Changes  in  Equity. 

The  most  significant  actuarial  assumption 
is  the  assumed  rate  of  interest.  The  rate 
changed  for  participants  in  pay  status  from 


9.00%  as  of  September  30,  1980  to  10.25% 
as  of  September  30,  1981.  Comparable 
changes  were  made  in  the  rates  used  to  value 
deferred  annuities. 

Prior  to  August  1,  1980,  PBGC  could  not 
guarantee  benefits  of  multiemployer  plans  if  it 
had  to  increase  premiums  or  borrow  funds  to 
do  so.  The  Multiemployer  Act  required  PBGC 
to  guarantee  benefits,  regardless  of  its  finan- 
cial position.  As  a  result,  $10,933,000  was 
charged  to  equity  in  Fiscal  Year  1980  to  pro- 
vide a  reserve  for  future  guaranteed  benefits. 
This  loss  resulted  from  plans  accepted  by 
PBGC  for  benefits  guaranteed  by  PBGC  under 
the  discretionary  program. 

The  changes  in  the  reserve  for  guaranteed 
future  benefits  during  the  years  ended  Sep- 
tember 30,  1981  and  September  30, 1980  are 
summarized  in  the  accompanying  table. 


Analysis  of  the  Reserve  for  Present  Value  of  Guaranteed  Future  Benefits 
for  the  Years  Ended  September  30, 1 981  and  September  30, 1 980 


(Dollars  in  millions) 


Single-Employer 
Fund 

9/30/81        9/30/80 


Multiemployer 
Fund 

9/30/81        9/30/80 


Total 

9/30/81        9/30/80 


Actuarial  adjustments: 

Increase  for  interest  due  to  the  decrease  in  the 

discount  period 
Change  in  interest  rate  used  to  value  benefits 
Change  in  prior  years  aging  estimates 


$  52 

(51) 

2 


$  33 

(43) 

6 


$  3 

(3) 


$  3 
(3) 
1 


$  55 

(54) 

2 


$  36 
(46) 

7 


Total  actuarial  adjustments  per  Statement  of  Operations 

and  Changes  in  Equity  3  (4) 
Increase  during  year  attributable  to  net  benefits 

guaranteed  151  78 

Elimination  (in  1980)  of  statutory  limitation  —  — 

Benefits  paid  (57)  (37) 


0 
2 
(4) 


1 

2 

11 
(4) 


3 
153 
(61) 


(3) 

80 
11 
(41) 


Net  increase  (decrease) 
Balance  at  beginning  of  year 

97 
462 

37 
425 

(2) 
29 

10 
19 

95 

491 

47 
444 

Subtotal 

Plans  pending  termination 

559 

137 

462 
81 

27 

29 

586 

137 

491 
81 

Balance  at  end  of  year 

$696 

$543 

$27 

$29 

$723 

$572 
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2  G  2.  Plans  Pending  Termination 
This  portion  of  the  reserve  includes  estimates 
of  certain  probable  losses  from  future  plan  ter- 
minations based  upon  (1 )  available  information 
on  certain  plans  which  were  under  active  re- 
view by  PBGC  at  year  end,  and  (2)  prior  experi- 
ence concerning  terminations  which  occurred 
prior  to  year  end,  but  for  which  PBGC  did  not 
have  specific  knowledge  as  of  the  date  the 
statements  were  prepared. 

There  continue  to  be  a  number  of  other  po- 
tentially large  plan  terminations  of  which 
PBGC  is  aware.  In  these  cases,  the  possibility 
of  a  claim  was  either  not  deemed  sufficiently 
likely  or  information  was  unavailable  to  de- 
velop an  estimate  of  the  magnitude  of  a  possi- 
ble future  PBGC  liability.  No  provision  has 
been  made  for  liabilities  that  could  result  from 
these  terminations. 

In  Fiscal  Year  1980  and  prior  years,  the  re- 
serve for  plans  pending  termination  was  pre- 
sented as  a  net  amount  that  consisted  of  the 
estimated  present  value  of  guaranteed  future 
benefits  less  estimates  of  the  related  plan 
assets  and  employer  liability.  Beginning  with 
Fiscal  Year  1981,  the  gross  liability  of  the 
present  value  of  guaranteed  future  benefits  is 
reflected  in  the  reserve  and  the  related  assets 
and  amounts  due  for  employer  liability  re- 
corded as  separate  line  items  in  the  asset  por- 
tion of  the  Statements  of  Financial  Condition. 
The  amounts  reported  for  the  prior  year's 
statements  have  been  restated  accordingly. 


2  H.  Accrued  Expenses  and  Other  Liabilities 

Employees  are  permitted  to  accumulate  cer- 
tain unused  annual  leave  which  is  payable 
when  taken,  upon  severance  of  employment, 
or  retirement.  Approximately  $974,000  of  the 
amount  shown  as  accrued  expenses  repre- 
sents accrued  unused  annual  leave  as  of  Sep- 
tember 30,  1981  compared  to  $760,000  as  of 
September  30,  1980. 


No  accrual  for  accumulated  unused  sick 
leave  is  recorded  since  employees  do  not 
have  a  formal  vested  interest  in  such  leave 
until  they  reach  retirement  age.  In  such 
cases,  the  vested  interest  pertains  to  retire- 
ment benefits  payable  under  the  federal  retire- 
ment system.  No  amounts  are  paid  unless 
sick  leave  is  used. 

There  was  no  significant  PBGC  liability  out- 
standing as  of  September  30,  1981  in  connec- 
tion with  the  participation  of  PBGC's  em- 
ployees in  the  federal  retirement  system. 
PBGC's  liability  is  7%  of  the  salary  of  covered 
employees.  This  amount  is  paid  on  a  current 
basis. 


2  /.  Losses  on  Terminated  Plans  and  Plans 
Pending  Termination 

Amounts  reported  as  losses  represent  the  dif- 
ference between  the  present  value  of  guaran- 
teed future  benefits  assumed  less  related  plan 
assets  and  employer  liability  acquired.  In- 
cluded in  the  loss  are  trusteed  plans,  termi- 
nated plans  pending  trusteeship  and  plans 
pending  termination. 


Note  3  —  Investment  Policy 

Premium  receipts  are  credited  to  the  appro- 
priate revolving  funds.  To  the  extent  that  such 
funds  exceed  current  needs,  PBGC  is  required 
to  invest  these  funds  in  securities  issued  or 
guaranteed  by  the  United  States  Government. 
Trust  fund  assets  include  both  assets  of  termi- 
nated plans  and  employer  liability  payments. 
Those  assets,  once  they  have  been  trans- 
ferred to  PBGC's  independent  money  mana- 
gers, are  invested  primarily  in  equity  securi- 
ties selected  by  the  managers. 
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The  basis  and  types  of  investments,  which 
are  carried  in  the  Statements  ot  Financial 
Condition  at  market  value  are  shown  in  the  fol- 
lowing table.  It  excludes  assets  of  terminated 
plans  which  were  not  in  PBGC  trusteeship  as 


of  the  respective  statement  dates.  Those 
assets  are  reported  separately  as  assets  not 
in  trusteeship.  Once  PBGC  becomes  trustee, 
these  assets  are  reclassified. 


(Dollars  in  thousands) 


Year  Ended 


Year  Ended 


September  30, 
1981  1980 


Basis 


Market 
Value 


Basis 


Market 
Value 


U.S.  Government  securities  $206,461  $182,045 

Common  stock  and  other  equity  securities  121,636  123,648 

Commercial  paper  and  certificates  of  deposit  35,363  35,363 

Corporate  bonds  1,001  880 

Insurance  contracts  22,938  25,301 

Real  estate  and  mortgages  875  816 


$168,534 

93,919 

9,949 

564 

23,559 

1,354 


$151,206 

115,667 

9,949 

588 

27,247 

1,358 


Totals 


$388,274         $368,053         $297,879         $306,015 


Investment  and  other  income  reported  in 
the  accompanying  Statements  of  Operations 
and  Changes  in  Equity  (which  also  includes  in- 


come since  the  date  of  termination  for  plans 
identified  for  potential  or  actual  trusteeship 
during  the  year)  consist  of: 


(Dollars  in  thousands) 


Year  Ended 


Year  Ended 


September  30, 
1981  1980 


Interest,  dividends  and  other  investment 

income 
Interest  on  employer  liability  (see  Note  2D) 
Realized  and  unrealized  gains  and  (losses) 

Totals 


$31,368 

4,946 

(41,780) 

$  (5,466) 


$20,909 
4,528 
(1,333) 

$24,104 
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Note  4  —  Financing 

4  A.  General 

PBGC  programs  are  required  by  ERISA  to  be 
self-financing.  PBGC's  operations  are  financed 
through  premiums  collected  from  ongoing 
covered  plans,  investment  income,  assets 
acquired  from  terminated  plans,  and  the  col- 
lection of  employer  liability  payments  due 
under  ERISA  as  amended.  In  addition,  PBGC 
may  borrow  up  to  $100  million  from  the 
Treasury  to  finance  its  operations.  No  debt 
was  outstanding  in  connection  with  this  bor- 
rowing authority  during  Fiscal  Years  1981  and 
1980.  No  use  of  this  borrowing  authority  is 
contemplated.  ERISA  provided  under  Title  IV 
that  the  U.S.  Government  is  not  liable  for  any 
obligation  or  liability  incurred  by  PBGC. 

ERISA  originally  provided  that  the  receipts 
and  disbursements  of  PBGC  should  not  be  in- 
cluded in  the  totals  of  the  budget  of  the  United 
States  Government.  The  Multiemployer  Act 
provides  that  for  fiscal  years  beginning  after 
September  30,  1980,  PBGC's  receipts  and 
disbursements  shall  be  included  in  the  totals 
of  the  budget  of  the  United  States  Government. 

4  B.  Single  Employer  Program 
PBGC  has  conducted  studies  of  its  past  and 
expected  experience  in  order  to  determine 
whether  the  $2.60  per  participant  premium 
currently  charged  is  adequate  to  (1)  meet 
future  net  claims  and  (2)  amortize  the  deficit 
applicable  to  the  single  employer  basic  bene- 
fits program.  The  results  of  that  study  con- 
cluded that  a  significant  increase  in  premiums 
is  appropriate.  The  request  for  a  premium  in- 
crease may  be  coordinated  with  proposals  ex- 
pected to  be  considered  in  Congress  for 
restructuring  the  Single  Employer  Program. 
Such  proposals  would  have  a  major  impact  on 
the  Single  Employer  Program  and  its  future 
costs. 


Note  5  —  Changes  in  Provisions  Affecting 
Multiemployer  Coverage 

On  September  26,  1980,  the  Multiemployer 
Act  was  signed  into  law.  The  Multiemployer 
Act  provides  that  PBGC  will  provide  financial 
assistance  and  guarantee  benefits  for  insol- 
vent plans  after  September  26,  1980.  Guaran- 
teed benefits  under  a  multiemployer  plan  differ 
from  guaranteed  benefits  under  a  single  em- 
ployer plan.  Also,  under  a  multiemployer  plan, 
the  guaranteed  benefit  is  limited  to  100%  of 
the  first  $5  of  an  employee's  accrual  rate  plus 
a  fraction  (either  65  %  or  75  % )  of  the  lesser  of 
$15  or  the  accrual  rate  in  excess  of  $5,  times 
years  of  credited  service.  Financially  troubled 
multiemployer  plans  are  allowed  to  reduce 
their  benefits.  Insolvent  plans  must  reduce 
certain  benefits  and  in  certain  cases  suspend 
benefits.  However,  no  plan  may  reduce  its 
benefits  below  guaranteed  levels. 

PBGC  provides  financial  assistance  to 
plans  applying  for  it  in  accordance  with  the 
terms  of  the  statute.  If  the  plan  sponsors  of  an 
insolvent  plan,  in  which  the  maximum  amount 
of  monthly  benefit  payments  the  plan  can 
afford  to  pay  (resource  benefit  level)  exceeds 
the  plan's  basic  benefits,  believe  that  the  plan 
will  not  be  able  to  pay  the  guaranteed  basic 
benefits  for  a  particular  month,  the  plan 
sponsors  may  apply  to  PBGC  for  financial 
assistance. 

If  an  insolvent  plan's  basic  benefits  for  a 
given  year  exceed  the  resource  benefit  level, 
the  plan  sponsors  must  apply  to  PBGC  for 
financial  assistance. 

During  the  year,  a  secured  loan  of  $31 1 .31 0 
was  made  to  one  plan  requesting  financial 
assistance. 

A  multiemployer  plan  can  terminate  only  if 
(1)  by  plan  amendment  it  either  freezes  the 
accrual  and  vesting  of  benefits,  or  converts  to 
a  defined  contribution  plan,  or  (2)  every  em- 
ployer withdraws  from  the  plan  or  ceases  to 
have  an  obligation  to  contribute  to  the  plan.  All 
employers  who  have  completely  or  partially 
withdrawn  from  a  multiemployer  plan  must 
pay  their  share  of  the  plan's  liability  for  un- 
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funded  vested  benefits  by  continuing  pay- 
ments to  the  plan.  The  amount  of  the  with- 
drawal liability  is  determined  using  one  of 
several  allocation  methods  described  in  the 
statute  or  in  regulations  promulgated  by 
PBGC  (29  CFR  Part  2642). 

Plans  that  terminate  by  mass  withdrawal 
(complete  withdrawal  by  every  employer)  may 
be  trusteed  by  PBGC.  However,  PBGC  will  not 
become  liable  for  advances  (financial  assist- 
ance) until  the  assets  become  insufficient  to 
pay  basic  guaranteed  benefits.  Fluctuations  in 
asset  values  between  the  present  value  of 
guaranteed  and  full  accrued  benefits  will 
cause  a  change  in  the  amount  of  subsequent 
benefit  payments  to  participants.  No  termina- 
tions by  mass  withdrawals  requiring  PBGC 
trusteeship  have  occurred  prior  to  the  issu- 
ance of  these  financial  statements. 


Note  6  —  Litigation 

Litigation  involving  significant  financial  impli- 
cations is  currently  pending.  The  issues  with 
the  most  significant  financial  implications  are: 

6  A.  Whether  Title  IV's  employer  liability 
provisions  violate  the  U.S.  Constitution.  A  final 
adverse  ruling  on  constitutional  grounds  would 
restrict  PBGCs  ability  to  collect  employer  lia- 
bility, and  could  result  in  an  increase  in  PBGC's 
deficiency  in  assets.  To  date,  several  federal 
courts  have  ruled  in  favor  of  PBGC  on  this 
issue.  The  Supreme  Court  has  refused  to  re- 
view a  U.S.  Court  of  Appeals  decision  in  favor 
of  PBGC.  However,  there  are  a  number  of 
other  cases  in  which  this  issue  is  still  pending. 

6  B.  Whether  members  of  a  controlled 
group  of  businesses  are  jointly  and  severally 
liable  for  the  underfunding  of  a  plan,  based  on 
the  consolidated  fair  market  value  of  the 
entire  group.  Final  adverse  rulings  on  this 
issue  would  restrict  PBGC's  ability  to  assess 
employer  liability  against  those  members  of  a 
controlled  group  whose  immediate  employees 
did  not  participate  in  the  terminated  plan.  A 
U.S.  Court  of  Appeals  has  ruled  in  favor  of 
PBGC  in  one  case.  The  Supreme  Court  has 


refused  to  review  that  decision.  However, 
there  are  a  number  of  other  cases  in  which 
this  issue  is  still  pending. 

6  C.  Whether  multiemployer  premiums 
should  be  returned  because  Title  IV's  Multi- 
employer Program  violates  the  U.S.  Constitu- 
tion. A  complaint  was  filed  challenging  the 
constitutionality  of  the  multiemployer  program 
as  created  by  ERISA.  The  complaint  was  later 
amended  to  also  challenge  the  Multiemployer 
Program  as  created  by  the  Multiemployer 
Pension  Plan  Amendments  Act  of  1980  (new 
program).  A  final  adverse  ruling  on  the  consti- 
tutionality of  either  program  could  require  the 
return  of  premiums  previously  paid  to  PBGC 
and  lead  to  comparable  actions  by  similar 
plans.  A  final  adverse  opinion  on  the  constitu- 
tionality of  the  new  program  could  also  pro- 
hibit future  premium  collections  with  respect 
to  multiemployer  plans.  Such  an  adverse 
ruling  would  greatly  limit  the  sources  of  funds 
available  to  meet  PBGC's  liability  for  benefit 
obligations  under  the  new  program. 

6  D.  Whether  certain  pension  plans  termi- 
nated during  the  discretionary  coverage 
period  for  single  employer  plans  (July  1,  1974 
through  and  including  September  1,  1974). 
Participants  in  plans  terminated  during  this 
period  are  entitled  to  guaranteed  benefits  but 
sponsors  of  these  plans  are  not  liable  for  em- 
ployer liability.  Participants  in  certain  plans 
are  claiming  guaranteed  benefits  although 
PBGC  has  determined  that  the  terminations 
occurred  prior  to  the  discretionary  coverage 
period.  A  District  Court  recently  ruled  in  favor 
of  PBGC  in  one  of  these  cases.  Final  adverse 
rulings  in  these  cases  could  increase  the  Cor- 
poration's deficiency  in  assets. 

6  £.  Whether  PBGC,  as  trustee  of  a  pen- 
sion plan,  has  the  right  to  collect  unpaid  em- 
ployer contributions,  in  addition  to  employer 
liability  under  Section  4062  of  ERISA.  A  bank- 
ruptcy trustee  claims  that  PBGC's  exclusive 
remedy  is  employer  liability  and,  therefore, 
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PBGC  is  prevented  by  ERISA  from  any  recov- 
ery where  there  is  no  net  worth.  A  final  ad- 
verse ruling  could  limit  PBGC's  ability  to 
recover  unpaid  contributions  and  could  result 
in  an  increase  in  the  Corporation's  deficiency 
in  assets. 

6  F.  Whether  certain  pension  funds  to 
which  more  than  one  employer  contributes, 
are  single  plans  or  aggregates  of  single  plans. 
In  certain  circumstances,  PBGC  has  taken 
the  position  that  a  fund  is  a  single  plan  and 
that  the  withdrawal  of  a  contributing  employer 
does  not  cause  a  termination.  In  other  circum- 
stances, the  PBGC  asserts  that  a  cessation  of 
an  employer's  participation  in  a  fund  consti- 
tutes a  termination  of  that  employer's  plan 
(which  is  one  of  a  group  of  plans  constituting 
the  fund).  If  the  courts  conclude  that  termina- 
tions have  occurred  in  circumstances  where 
PBGC  contends  they  have  not,  it  would  in- 
crease the  Corporation's  deficiency  in  assets, 
since  some  sponsors  will  not  be  fully  liable  for 
the  resulting  plan  asset  insufficiency. 

6  G.  Whether  certain  individuals  or  groups 
of  individuals  were  wrongly  denied  benefits  by 
PBGC.  Actions  are  now  pending  in  several 
District  Courts.  Final  adverse  rulings  in  these 
cases  could  result  in  an  increase  in  the  Cor- 
poration's deficiency  in  assets. 


6  H.  Whether  the  withdrawal  liability  provi- 
sions of  the  Multiemployer  Pension  Plan 
Amendments  Act  of  1980  violate  the  U.S. 
Constitution.  Several  actions  have  been  initi- 
ated in  U.S.  District  Courts.  If  withdrawal 
liability  is  declared  unconstitutional,  multi- 
employer plans  would  be  prevented  from  re- 
covering funds  from  withdrawing  employers. 
This  would  increase  the  likelihood  of  insol- 
vency in  multiemployer  plans  and  result  in  in- 
creased requests  for  financial  assistance 
from  PBGC.  The  PBGC  is  statutorily  required 
to  grant  financial  assistance  to  insolvent  plans 
that  request  it.  If  the  plans  are  unable  to  repay 
the  loans,  it  would  result  in  a  claim  against  the 
premium  system. 

6  /.  Whether  the  PBGC  wrongly  refused  to 
agree  to  the  termination  of  an  individual  pen- 
sion plan.  An  action  was  initiated  by  a  plan 
sponsor  at  the  U.S.  District  Court  level.  A  final 
adverse  ruling  in  this  case  could  increase 
PBGC's  deficiency  in  assets  by  as  much  as 
$30  million. 


Note  7  —  Commitments 

PBGC  leases  its  office  facility  under  an  agree- 
ment which  expires  on  September  1,  1985. 
Annual  payments  during  the  period  October  1 , 
1981  to  September  30,  1985,  are  expected  to 
be  approximately  $1,300,000. 
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Introduction 

Section  4008  of  ERISA  requires  that  PBGC's 
Annual  Report  include  an  actuarial  evaluation 
of  expected  operations  and  a  projection  of  the 
status  of  funds  for  the  next  five  years  —  in  this 
case  from  October  1,  1981  through  Septem- 
ber 30, 1986  (Fiscal  Years  1982  through  1986). 
This  evaluation  is  based  on  the  reported  finan- 
cial condition  of  the  Corporation  as  of  Sep- 
tember 30,  1981,  as  stated  in  the  combined 
financial  statements  presented  on  pages  13 
to  19  of  this  Annual  Report. 

In  addition  to  the  guarantee  of  benefits 
under  the  single-employer  program,  discre- 
tionary benefit  guarantees  for  multiemployer 
plans  were  provided  through  July  1980.  Man- 
datory benefit  guarantees  for  multiemployer 
plans  were  in  effect  from  August  1,  1980  to 
September  25, 1980.  On  September  26, 1980, 
the  multiemployer  program  was  restructured 
with  the  passage  of  the  Multiemployer  Pen- 
sion Plan  Amendments  Act  of  1980. 

To  date,  PBGC  has  provided  benefit  guar- 
antees for  a  total  of  nine  terminated  multi- 
employer plans.  Eight  of  these  plans  were  pro- 
vided discretionary  coverage  and  one  was 
covered  under  the  mandatory  program.  These 
few  plans  represent  less  than  0.5%  of  the 
multiemployer  plan  universe  covered  by  ter- 
mination insurance.  All  future  multiemployer 
plan  coverage  will  be  under  the  provisions  of 
the  new  law.  As  of  September  30,  1981,  only 
one  multiemployer  plan  had  received  financial 
assistance  from  the  Corporation  under  this 
new  program. 

This  Report  contains  a  review  of  PBGC's 
experience  to  date  for  both  the  single- 
employer  and  multiemployer  programs.  How- 
ever, projections  for  only  the  single-employer 
program  have  been  included  in  this  Report. 
Projections  for  the  multiemployer  program 
have  not  been  included  because  the  Corpora- 
tion's experience  in  this  area  is  limited. 


Findings 

Liabilities  as  of  September  30,  1981 

The  Reserve  for  Guaranteed  Benefits  is  the 
major  component  of  PBGC's  liabilities.1  The 
reserve  represents  the  present  value  of  guar- 
anteed benefits  payable  to  participants  of  ter- 
minated plans,  based  on  the  valuation 
assumptions  in  effect  on  September  30,  1 981 . 
These  assumptions  are  detailed  in  PBGC's 
regulation  on  Valuation  of  Plan  Benefits 
(29  CFR  2619).  The  major  assumptions  are  a 
10.25%  interest  rate  for  valuing  immediate 
annuities,  other  quantities  for  valuing  deferred 
annuities,  and  the  PBGC  mortality  tables.  (The 
mortality  tables  used  by  the  PBGC  for  healthy 
lives  are  the  UP-1984  tables  set  forward  one 
year  for  males  and  set  back  four  years  for 
females.) 

The  best  estimate  of  the  Reserve  would  be 
an  individual  participant  valuation  using  the 
factors  and  methods  prescribed  in  that  regula- 
tion. Complete  data  concerning  the  character- 
istics of  each  of  the  participants  for  whom  the 
PBGC  has  a  liability  is  currently  unavailable. 
This  lack  of  complete  data  necessitates  the 
use  of  estimation  techniques  based  upon  the 
liabilities  of  the  plan  as  of  the  date  of  plan 
termination. 

A  computer  model  is  used  to  simulate  the 
"aging  of  participants."  The  model  measures 
how  the  payment  of  benefits,  deaths,  and  the 
reduced  discount  resulting  from  the  passage 
of  time  affect  the  present  value  of  the  liability 
to  pay  future  benefits. 

The  model  utilizes  the  actuarial  assump- 
tions in  effect  on  the  date  of  plan  termination 
and  those  in  effect  at  fiscal  year  end.  The  two 


The  term  "Reserve  for  Guaranteed  Benefits"  as 
used  in  this  Report  includes  all  benefits  being 
guaranteed  by  PBGC.  This  is  the  same  as  the  sum 
of  the  reserve  for  present  value  of  guaranteed 
future  benefits  for  trusteed  plans  ($458.0  million) 
and  for  plans  pending  trusteeship  ($128.0  million), 
as  contained  in  this  year's  financial  statements.  It 
excludes  $137.0  million  for  plans  pending  termina- 
tion included  in  the  financial  statements  under 
Reserve  for  Present  Value  of  Guaranteed  Future 
Benefits. 


1981 

Actuarial 

Report 
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sets  of  assumptions  are  applied  to  a  distribu- 
tion of  the  value  of  the  benefits  according  to 
the  age  of  the  participants. 

The  distribution  of  ages  is  currently  based 
on  16,000  participants  to  whom  the  PBGC 
pays  or  has  made  arrangements  to  pay  bene- 
fits directly,  and  for  whom  sufficient  actuarial 
data  was  available.  The  age,  benefit,  and  form 
of  payment  distributions  for  the  participants 
used  in  calculating  the  FY  81  reserve  were 
the  same  as  the  FY  80  distributions.  The  distri- 
butions can  be  found  in  the  FY  80  Actuarial 
Report. 

The  estimate  of  the  Reserve  for  Guaran- 
teed Benefits  as  of  September  30,  1981,  is 


$559.0  million  for  the  single-employer  program 
and  $27.0  million  for  the  multiemployer  pro- 
gram. The  single-employer  reserve  was  based 
upon  a  value  of  $680.4  million  for  the  cumula- 
tive sum  of  the  estimated  value  of  guaranteed 
benefits  (all  valued  as  of  the  respective  dates 
of  termination  for  each  plan).  The  multi- 
employer reserve  was  based  upon  a  $39.5  mil- 
lion value  for  guaranteed  benefits  as  of  the 
respective  dates  of  termination. 

The  causes  for  the  changes  in  the  reserve 
between  the  respective  dates  of  plan  termina- 
tion and  September  30,  1981  are  summarized 
in  Table  1 . 


Table  1 

Analysis  of  Reserve  for  Guaranteed  Benefits 

(Dollars  in  millions) 


Single- 
Employer 


Multi- 
employer 


Reserve  balance  at  plan  termination  valued  using  the 
rates  in  effect  at  each  plan's  date  of  termination 


Cumulative  impact  of  changes  in  the  interest  rates  be- 
tween date  of  termination  and  September  30,  1981 

Reserve  balance  at  plan  termination  valued  using 
interest  rates  in  effect  as  of  September  30,  1981 

Increase  in  present  value  due  to  aging  of  the  reserve 
(passage  of  time) 

Benefits  paid  since  termination 

Reserve  balance  as  of  September  30,  1981 


$680.4 


(109.1) 


571.3 


$39.5 


(9.5) 


30.0 


Total 


$719.9 


(118.6) 


601.3 


165.9  20.8  186.7 

(178.2)  (23.8)  (202.0) 

$559.0  $27.0  $586.0 
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Change  in  the  Value  of  the  Reserve 

The  value  of  the  Reserve  for  Guaranteed 
Benefits  as  of  the  end  of  each  fiscal  year  is 


shown  in  Table  2. 


Table  2 

History  of  Reserve  for  Guaranteed  Benefits 

(Dollars  in  millions) 


Fiscal  Year  Ending 


Single-Employer 


Multiemployer 


With  statutory 
limitation2 


Without  statutory 
limitation 


June  30,  1975 
September  30,  1976 
September  30,  1977 
September  30,  1978 
September  30,  1979 
September  30,  1980 
September  30,  1981 


$  58.0 
144.0 
209.0 
329.0 
425.0 
462.0 
559.0 


$  0.0 

0.0 

19.5 

19.1 

18.2 


$  0.0 
0.0 
32.0 
29.0 
30.1 
28.7 
27.0 


2  The  statutory  limit  reflects  the  extent  to  which  the  PBGC  could  fund  the  liabilities  it  was  guaranteeing 
during  the  discretionary  coverage  period.  During  that  period,  the  PBGC  was  not  statutorily  liable  for  any 
benefit  obligation  which  exceeded  the  assets  in  the  multiemployer  program.  The  statutory  limitation  was 
removed  with  the  passage  of  the  Multiemployer  Pension  Plan  Amendments  Act  of  1980. 


Change  in  Reserve  Since 
September  30,  1980 

As  of  September  30,  1980,  the  reserve  was 
estimated  to  be  $462.0  million  for  the  single- 
employer  program.  As  of  September  30, 1 981 , 
the  amount  for  the  single-employer  program 
increased  to  $559.0  million.  The  reserve 
amount  for  the  multiemployer  program 
decreased  from  $28.7  million  in  FY  80  to 
$27.0  million  as  of  September  30, 1 981 .  These 
differences  reflected  four  major  components 
of  change: 


/.  Change  in  Interest  Rate 
The  valuation  as  of  September  30,  1980,  was 
performed  utilizing  a  9.00%  interest  rate  for 
immediate  benefits  (with  related  rates  for  de- 
ferred annuities).  The  valuation  as  of  Septem- 
ber 30,  1981,  utilized  a  10.25%  interest  rate 
(with  related  rates  for  deferred  annuities). 
These  interest  rates  are  consistent  with  the 
rates  used  to  value  the  benefits  in  newly  ter- 
minated plans  as  of  these  dates. 

The  impact  of  the  change  in  interest  rates 
is  shown  in  Table  3a. 


Table  3a 

Change  in  Reserve  for  Guaranteed  Benefits 

Due  to  Change  in  Interest  Rate 

(Dollars  in  millions) 


Single-Employer         Multiemployer 


Value  as  of  September  30,  1980 
Impact  of  change  in  assumed  interest  rate  for 
immediate  annuities  from  9.00%  to  10.25% 


$462.0 


(43.3) 


$28.7 


(2.3) 


Adjusted  value  as  of  September  30,  1980 


$418.7 


$26.4 
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2.  Change  in  Valuation  Date 
In  order  to  value  the  reserve  as  of  September 
30,  1981,  the  prior  year's  figures  must  be  ad- 
justed to  reflect  the  net  impact  of  benefits  paid 
less  the  increase  in  the  reserve  associated 


with  the  reduced  discount  period  before  the 
future  payments  are  due.  Table  3b  shows  the 
effect  of  these  adjustments. 


Table  3b 

Change  in  Reserve  for  Guaranteed  Benefits 

Due  to  Change  in  Valuation  Date 

(Dollars  in  millions) 


Single-Employer         Multiemployer 


Adjusted  value  as  of  September  30,  1980 
(at  10.25%  interest  rate) 

Change  in  valuation  date  (one  year) 


$418.7 
(6.0) 


$26.4 

(1.1) 


Adjusted  value  as  of  September  30,  1981 
(at  10.25%  interest  rate) 


$412.7 


$25.3 


3.  Revised  Information  on  Pre-FY  81 

Terminations 
The  benefit  liabilities  shown  in  the  FY  81  state- 
ments are  based  upon  more  current  data.  The 
impact  of  more  recent  information  to  estimate 


the  Reserve  for  Guaranteed  Benefits  associ- 
ated with  terminations  which  occurred  prior  to 
FY  81  is  shown  in  Table  3c. 


Table  3c 

Change  in  Reserve  for  Guaranteed  Benefits 

Due  to  Revised  Information  On  Pre-FY  81  Terminations 

(Dollars  in  millions) 


Adjusted  pre-FY  81  termination  reserves 
Change  in  value  as  of  date  of  termination 
Change  in  interest  rate 
Change  in  prior  years  aging  estimates 
Aging  to  September  30,  1981 


Single-Employer 

Multiemployer 

$412.7 

$25.3 

21.7 

0.7 

(2.0) 

— 

1.9 

(1.0) 

(0.3) 

— 

$434.0 


$25.9 
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4.  New  Liabilities  Incurred  During  FY  81 
During  this  fiscal  year,  102  single-employer 
plans  terminated  for  which  PBGC  has  become 
or  expects  to  become  trustee.  No  multi- 
employer plans  terminated  during  FY  81 .  How- 
ever, three  multiemployer  plans  which  termi- 
nated prior  to  FY  81  were  granted  discretion- 


ary coverage  during  this  fiscal  year.  Liabilities 
resulting  from  these  three  plans  were  recog- 
nized for  the  first  time  during  FY  81.  The  in- 
crease in  the  Reserve  for  Guaranteed  Benefits 
associated  with  these  terminations  is  con- 
tained in  Table  3d. 


Table  3d 

Change  in  Reserve  for  Guaranteed  Benefits 

Due  to  Plans  Terminating  During  FY  81 

(Dollars  in  millions) 


Single-Employer         Multiemployer 


Adjusted  value  as  of  September  30,  1981 
New  liabilities  as  of  date  of  termination 
Change  in  interest  rate 
Aging  to  September  30,  1981 

Reserve  for  guaranteed  benefits  as  of 
September  30,  1981 


$434.0 

129.3 

(5.8) 

1.5 

$559.0 


$25.9 

1.5 

(0.2) 

(0.2) 

$27.0 


Analysis  of  Values  as  of 
Date  of  Termination 

The  accuracy  of  the  estimate  of  the  Reserve 
for  Guaranteed  Benefits  as  of  September  30, 
1981,  and  the  Five-Year  Projection  (FY  82 
through  FY  86)  depends  upon  the  quality  of 


the  measurement  of  liability  as  of  date  of  plan 
termination.  The  sources  of  these  values  are 
presented  in  Table  4. 


Table  4 

Sources  of  Reserve  Values 

(Dollars  in  millions) 

as  of  Date  of  Termination 

Single-Employer 

Multiemployer 

No.  of 

Plans 

Amount 

Percent 

No.  of 

Plans 

Amount 

Percent 

PBGC  determination 
PBGC  estimate 
Total 

456 
327 
783 

$303.6 

376.8 

$680.4 

44.6% 
55.4 
100.0% 

7 

2 
9 

$38.9 

0.6 

$39.5 

98.5% 

1.5 
100.0% 
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A  PBGC-determined  liability  is  based  upon 
a  final  allocation  and  valuation  ot  the  benefit 
liability  for  each  active  and  deferred  partici- 
pant. A  PBGC-estimated  liability  is  based  upon 
a  partial  calculation  of  the  benefit  liabilities 
associated  with  a  specific  plan  termination 
case.  We  have  begun  developing  a  procedure 
that  will  give  the  capability  of  measuring  a  por- 
tion of  this  liability  directly  from  the  benefit 
entitlement  of  surviving  participants. 

In  FY  81,  the  liabilities  for  both  the  single- 
employer  program  and  the  multiemployer  pro- 
gram were  based  upon  data  specifically 
related  to  the  plans  that  terminated.  As  can  be 
determined  from  the  above  table,  58.5%  of 
the  total  number  of  single-employer  and  multi- 
employer plans,  accounting  for  47.6%  of  the 
combined  reserve  amount,  had  their  present 


value  of  benefits  based  on  PBGC  determina- 
tions. The  present  value  of  benefits  for  the 
remaining  41.5%  of  the  plans  was  based  on 
PBGC  estimates. 

Statistical  History  of  Claims 

The  plans  that  have  terminated  during  the  first 
seven  years  of  the  Corporation's  history  have 
varied  widely  in  terms  of  the  size  of  claim  on  a 
per  plan  basis. 

This  is  illustrated  by  Table  5,  which  shows 
total  pension  liabilities  being  guaranteed  by 
the  PBGC  as  of  the  date  of  plan  termination, 
assets  of  terminated  plans,  statutory  employer 
liability  (the  amount  expected  to  be  collected 
from  the  plan  sponsor),  and  the  resulting  net 
claims.  It  represents  the  first  seven  years  of 
the  Corporation's  experience. 


Table  5 

Claims  Experience 

by  Fiscal  Year3 

Single-Employer  Program 

(Dollars  in  millions) 

Guaranteed 

Percent 

Date  of 

No.  of 

Benefit 

Plan 

Employer 

Net 

of  Total 

Termination 

Plans 

Liabilities 

Assets 

Liability4       = 

-       Claims 

Net  Claims 

7/1/74-6/30/75 

98 

$  58.9 

$  18.8 

$  5.6 

$  34.5 

10.0% 

7/1/75-9/30/76 

172 

87.1 

43.4 

27.9 

15.7 

4.6 

10/1/76-9/30/77 

136 

52.9 

21.5 

6.9 

24.5 

7.1 

10/1/77-9/30/78 

99 

125.3 

44.5 

7.0 

73.9 

21.4 

10/1/78-9/30/79 

79 

88.2 

35.3 

4.6 

48.4 

14.0 

10/1/79-9/30/80 

97 

138.6 

65.0 

2.9 

70.7 

20.5 

10/1/80-9/30/81 

102 

129.4 

46.8 

5.2 

77.3 

22.4 

Total 

783 

$680.4 

$275.3 

$60.1 

$345.0 

100.0% 

The  data  presented  is  as  of  the  date  of  plan  termination  using  data  as  it  existed  at  the  time  of  the  FY  81  Closing.  The  amounts  reflected  here  are  not 
entirely  consistent  with  the  amounts  originally  reported,  because  of  revised  estimates  of  previously  reported  claims.  The  FY  81  Reserve  for  Pending 
Terminations  is  not  reflected  in  these  figures.  Those  plans  which  are  pending  termination  represent  a  net  claim  of  $78  million. 
"After  deductions  for  uncollectability  of  the  statutory  liability.  For  detailed  explanation,  see  Note  2D  of  the  footnotes  to  the  Corporation 's  Financial  Statements 
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During  FY  81,  the  PBGC  experienced  the 
largest  amount  of  claims  in  any  one  year  of 
the  Corporation's  history.  Net  claims  resulting 
from  plans  terminated  in  FY  81  totaled  over 
$77  million  or  22.4%  of  all  net  claims  to  date. 

The  numPer  of  terminated  plans  requiring 
PBGC  trusteeship  has  decreased  during  the 
period  FY  78-FY  81 .  The  annual  rate  of  termi- 
nations requiring  trusteeship  during  FY  75- 
FY  77  was  122  plans  per  year;  since  FY  78, 


the  annual  rate  is  94  plans.  But  as  indicated  in 
Table  6,  the  value  of  net  claims  has  increased. 
A  similar  distribution  based  upon  the 
average  claim  per  plan  is  presented  in 
Table  6.  The  "claims  percentage"  column 
represents  the  percent  of  the  liability  to  pay 
guaranteed  benefits  assumed  in  each  fiscal 
year  that  is  expected  to  be  funded  by  the 
premium  system. 


Table  6 

Average  Claims  Experience 

Single-Employer  Program 

(Dollars  in  thousands) 

by  Fiscal  Year5 

Date  of 
Termination 

Guaranteed 
Benefit 
Liability 

Plan 
Assets 

Employer 
Liability          = 

Net 
=         Claims 

Claims 
Percentage 

7/1/74-6/30/75 

$    601 

$192 

$  57 

$352 

58.6% 

7/1/75-9/30/76 

506 

253 

162 

91 

18.0 

10/1/76-9/30/77 

389 

158 

51 

180 

46.3 

10/1/77-9/30/78 

1,266 

449 

70 

747 

59.0 

10/1/78-9/30/79 

1,117 

447 

58 

612 

54.8 

10/1/79-9/30/80 

1,429 

671 

30 

728 

51.0 

10/1/80-9/30/81 

1,268 

459 

51 

758 

59.7 

Average  7/1/74-9/30/81 

$    869 

$352 

$  77 

$441 

50.7% 

5  See  footnotes  3  and  4. 

As  in  the  prior  three  years,  the  amount  of 
benefit  liability  for  FY  81  averaged  over  $1 
million.  In  general,  the  trend  of  present  value 
of  guaranteed  benefits  has  been  upward,  with 
the  average  for  the  period  FY  78-FY  81  being 
more  than  double  that  of  the  prior  three-year 
period.  This  upward  trend  occurred  during  a 


period  when  the  numPer  of  terminating  plans 
was  down.  As  indicated  in  Table  5,  the  de- 
crease in  the  number  of  plans  was  not  enough 
to  prevent  an  increase  in  net  claims. 
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The  amount  PBGC  expects  to  recover  from 
plan  assets  and  employer  liability  was  propor- 
tionally smaller  in  FY  81  than  in  other  years. 
As  a  result,  the  average  net  claim  reached  a 
high  of  $758,000  during  this  fiscal  year.  With 
the  exception  of  FY  76,  net  claims  as  a  per- 


centage of  guaranteed  benefit  liabilities  have 
been  in  excess  of  46%  in  every  year,6 
reaching  a  record  high  of  59.7%  in  FY  81. 

Table  7  provides  a  short  analysis  of  the  im- 
pact that  changes  in  actuarial  assumptions 
have  on  the  present  value  of  benefits. 


Table  7 

Impact  of  Actuarial  Assumptions  on  the  Present  Value  of  Benefits7 

(Single-Employer  Program) 

Average 

Present  Value  of  Benefits  Per  Plan 

Fiscal 

Interest  Rate 

(Dollars 

in  thousands) 

Year 

for  Year 

8.00% 

Actual 

Adjusted 

75 

$    601 

$    506 

76 

7.42 

506 

407 

77 

6.94 

389 

320 

78 

6.87 

1,266 

939 

79 

7.47 

1,117 

892 

80 

8.69 

1,429 

1,250 

81 

9.68 

1,268 

1,211 

'See  footnote  3. 

The  average  interest  rate  is  the  average  of 
PBGC's  rates  for  immediate  annuities  during 
the  year,  weighted  by  the  appropriate  dollar 
volume.  The  actual  value  of  benefits  per  plan 
is  the  value  computed  using  those  rates.  The 
adjusted  present  value  of  benefits  is  the  per 
plan  value  using  10.25%,  the  interest  rate  in 
effect  as  of  September  30,  1981. 

The  upward  trend  in  benefits  during  the  last 
four  years,  as  noted  in  the  unadjusted  data 
contained  in  Table  6  is  even  more  noticeable 


when  changes  in  actuarial  assumptions  are 
taken  into  account.  The  average  annual  in- 
crease in  the  adjusted  values  over  the  last  six 
years  is  approximately  $118,000  per  plan. 
When  this  data  was  further  analyzed,  a  signifi- 
cant linear  trend  was  found  and  is  used  in  the 
five-year  forecast. 
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6 The  very  low  net  claim  in  FY  76  is  caused  by  the 
trusteeship  of  a  large  plan  with  a  zero  net  claim. 


The  distribution  of  the  liabilities  per  plan  as 
of  date  of  termination  by  size  is  shown  in 
Table  8. 


Table  8 

Distribution  of  Reserve  for  G 

jaranteed  Benefits  by  Size8 

(Single-Employer  Program) 

Plans 

Dollars 

(millions) 

Size  of  Reserve 

Number 

Percent 

Amount 
$165.6 

Percent 

Greater  than  $25  million 

4 

0.5% 

24.3% 

$10-25  million 

6 

0.8 

88.9 

13.1 

$5-10  million 

13 

1.7 

84.8 

12.5 

$2-5  million 

41 

5.2 

132.7 

19.5 

$1-2  million 

54 

6.9 

78.0 

11.5 

$500,000-1  million 

73 

9.3 

51.5 

7.6 

$250,000-500,000 

96 

12.3 

34.0 

5.0 

$100,000-250,000 

197 

25.1 

31.5 

4.6 

Less  than  $100,000 

299 

38.2 

13.4 

2.0 

Total 

783 

100.0% 

$680.4 

100.0% 

8See  footnote  3. 

As  of  September  30,  1981,  PBGC  was 
trustee  for  10  cases  with  over  $10  million  in 
gross  liabilities  as  compared  to  eight  cases  as 
of  the  end  of  FY  80.  These  10  cases  (only 
1 .3%  of  total  plans)  account  for  37.4%  of  the 
single-employer    Reserve    for   Guaranteed 


Benefits  assumed  to  date.  Plans  with  $1  mil- 
lion or  more  in  benefit  liability  represent  only 
15.1%  of  total  plans,  but  they  account  for 
80.9%  of  the  single-employer  liabilities  as  of 
the  date  of  plan  termination. 


37 


The  gross  PBGC  liabilities  as  of  date  of  plan 
termination  were  based  upon  the  present 
value  of  guaranteed  benefits  as  of  the  date  of 
plan  termination.  Some  of  this  amount  is  off- 
set by  the  assets  of  terminated  plans  and  by 


employer  liability  recoverable  from  the  plan 
sponsor.  When  these  adjustments  are  made 
and  the  claim  is  measured  on  a  net  basis,  the 
distribution  by  size,  as  shown  in  Table  9,  is 
obtained. 


Table  9 

Distribution  of  Net  Claims9 

(Single-Employer  Program) 

Plans 

Dollars 

Amount 

millions) 

Size  of  Net  Claims 

Number 

Percent 

Percent 

Greater  than  $25  million 

3 

0.4% 

$  93.1 

27.0% 

$10-25  million 

5 

0.6 

71.1 

20.6 

$5-10  million 

4 

0.5 

21.9 

6.4 

$2-5  million 

20 

2.6 

66.0 

19.1 

$1-2  million 

29 

3.7 

40.7 

11.8 

$500,000-1  million 

36 

4.6 

24.0 

7.0 

$250,000-500,000 

40 

5.1 

14.5 

4.2 

Less  than  $  250,000 

646 

82.5 

13.7 

3.9 

Total 

783 

100.0% 

$345.0 

100.0% 

9See  footnotes  3  and  4. 

Net  claims  as  of  September  30,  1981, 
totaled  $345.0  million.  This  represents  a 
47.9%  increase  over  total  FY  80  net  claims. 
Approximately  85%  of  total  claims  to  date 
have  been  caused  by  61  cases  with  a  net 
claim  of  $1  million  or  more.  These  cases,  less 
than  10%  of  total  plans,  had  an  aggregate  net 
claim  of  $292.8  million. 

In  fact,  the  value  of  claims  resulting  from 
the  termination  of  the  largest  13  plans  ($191 


million)  exceeds  the  current  deficit  of  $189 
million  for  the  single-employer  program.  Large 
claims  have  not  occurred  uniformly  during  our 
experience,  nor  has  any  single  claim  ex- 
ceeded $60  million.  Therefore,  it  is  difficult  to 
forecast  future  claims  and  premium  require- 
ments with  a  high  degree  of  precision. 
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The  Five-Year  Projection 
(FY  82- FY  86) 

The  projection  of  financial  condition  and 
operations  is  based  upon  methods  consistent 
with  those  employed  in  the  Actuarial  Report 
for  prior  years.  The  values  shown  reflect  the 
more  recent  claims  experience  which  was 
summarized  in  the  previous  section.  As  a 
result,  it  contains  no  provision  for  any  claim  in 
excess  of  $60  million. 

The  Corporation  has  conducted  studies  of 
its  past  and  expected  experience  in  order  to 
determine  whether  the  current  premium  of 
$2.60  per  participant  is  adequate  to  (1)  meet 
future  net  claims  and  (2)  amortize  the  deficit 
applicable  to  the  single-employer  basic  bene- 
fits program.  These  studies  indicate  that  a  sig- 
nificant increase  in  premiums  is  appropriate  if 
this  program  is  to  be  maintained  on  an  actu- 
arially sound  basis.  See  Note  4B  to  combined 
financial  statements. 

The  key  additional  assumptions  made  in 
order  to  estimate  the  value  of  future  assets 
and  liabilities  are  as  follows: 

•  The  number  and  characteristics  of  plan 
terminations  where  plan  assets  are  insuf- 
ficient to  pay  guaranteed  benefits  are  pro- 
jected using  the  most  recent  experience. 

•  An  analysis  of  net  claims  experience, 
when  adjusted  for  interest  rate  changes, 
reveals  a  trend  toward  larger  benefits  per 
plan.  The  present  value  of  guaranteed 
benefits  was  assumed  to  increase  at  a 
rate  consistent  with  this  trend.  Plan  assets 
and  employer  liability  receivables  were 
assumed  to  remain  at  the  same  percent 
of  the  present  value  of  guaranteed  bene- 
fits as  they  have  been  historically. 


•  The  values  for  plans  pending  termination 
are  based  on  an  average  of  PBGC's  his- 
torical experience. 

•  Administrative  expenses  are  consistent 
with  those  contained  in  the  President's 
budget. 

•  Major  economic  variables  will  remain  in 
the  ranges  that  have  occurred  since  in- 
ception of  the  program. 

•  The  reserve  is  valued  at  the  interest  rates 
in  effect  on  September  30,  1981,  i.e., 
10.25%  for  immediate  annuities  with  ap- 
propriate step-down  rates  for  deferred 
annuities. 

•The  largest  claim  to  date  was  $60  million 
which  is  also  the  largest  claim  assumed  in 
the  model.  As  discussed  in  Note  2G2  of 
the  Financial  Statements,  the  possibility  of 
other  potential  claims  of  much  greater 
magnitude  that  could  arise  if  major  com- 
panies were  to  fail  has  been  excluded  on 
the  basis  that  the  Corporation  does  not 
have  sufficient  basis  for  determining  that 
any  specific  major  company  will  fail  or 
that  an  associated  plan  termination  will 
occur  within  the  next  5  years. 
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»The  major  features  of  the  single-employer 
program  will  not  be  changed. 

»The  total  number  of  covered  plan  partici- 
pants for  FY  82  through  FY  86  is  based  on 
premium  receipts  for  FY  81  and  the 
assumption  that  the  number  of  partici- 


pants will  increase  at  an  annual  rate  of 
3.4%  over  the  next  five  years. 

These  assumptions  generate  the  following 
estimates  of  the  status  of  the  single-employer 
program  for  FY  82  through  FY  86. 


Table  10 

Five- Year  Forecast  — 

Single-Employer  Program 

(Dollars  in  millions) 


Fiscal  Year 


1981  (Actual) 

1982 

1983 

1984 

1985 

1986 


Liabilities* 


5    715 

845 

973 

1,112 

1,261 

1,422 


Balances  as  of  September  30 

Assets*  Deficit 


$526 
618 
708 
798 
887 
974 


$189 
227 
265 
314 
374 
448 


*As  presented  in  the  FY  81  Corporate  Financial  Statements,  the  liabilities  and  assets  of  pending  terminations  are 
shown  on  a  gross  basis  rather  than  a  net  basis  as  in  previous  years.  In  FY  81.  this  increased  both  the  reported 
liabilities  and  assets  by  $59  million. 
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The  President 
The  White  House 
Washington,  D.  C.  20500 

Honorable  George  Bush 
President  of  the  Senate 
Washington,  D.  C.  20510 

Honorable  Thomas  P.  O'Neill,  Jr. 
Speaker  of  the  House  of  Representatives 
Washington,  D.  C.  20515 


Gentlemen: 

We  are  pleased  to  submit  the  Eighth  Annual  Report  of  the  Pension  Benefit  Guaranty 
Corporation  (PBGC)  in  accordance  with  Section  4008  of  the  Employee  Retirement  Income 
Security  Act  of  1974  (ERISA),  as  amended. 

PBGC  is  responsible  for  insuring  the  basic  benefits  of  participants  in  private  sector,  defined 
benefit  pension  plans,  as  specified  in  Title  IV  of  ERISA. 

This  report  is  a  record  of  PBGC  operations  for  Fiscal  Year  1982,  reflecting  the  major 
activities  and  accomplishments  of  PBGC  during  the  year. 


Raymond  J.  Donovan 
Chairman,  Board  of  Directors 


/fa*y,  9f. 


Edwin  M.  Jones 
Executive  Director 


1,1^12— 


Tfie  Dbrary  ef  tfig 

AUG  2  1  1990 

University  or  nijnoi8 


Statement  of  Purpose 


■"•:-■ 


The  Pension  Benefit  Guaranty  Corporation  (PBGC)  was  established  under  Title  IV  of  the 
Employee  Retirement  Income  Security  Act  of  1974  (ERISA)  to  protect  the  retirement  income  of 
plan  participants  and  their  beneficiaries  covered  under  private  sector,  defined  benefit  pension 
plans.  PBGC  was  established  to  carry  out  the  purposes  of  Title  IV,  which  are  to— 

•  Encourage  the  continuation  and  maintenance  of  voluntary  pension  plans  for  the  benefit  of 
their  participants; 

•  Provide  for  the  timely  and  uninterrupted  payment  of  pension  benefits  under  plans  to  which 
Title  IV  applies  and; 

•  Maintain  insurance  premiums  established  by  PBGC  under  Title  IV  at  the  lowest  level  consis- 
tent with  carrying  out  the  Corporation's  obligations  under  Title  IV. 

The  Multiemployer  Pension  Plan  Amendments  Act  of  1980  (MPPAA)  amended  Title  IV  with 
respect  to  multiemployer  plans  and,  among  other  things,  stated  that  it  is  desirable  to— 

•  Increase  the  likelihood  of  protecting  plan  participants  against  benefit  losses,  and  provide 
reasonable  protection  for  participants  of  financially  distressed  multiemployer  plans; 

•  Replace  termination  insurance  with  an  insolvency  based  program  that  will  enhance  the 
financial  soundness  of  multiemployer  plans,  emphasizing  plan  continuation,  and  contain 
program  costs  within  reasonable  limits; 

•  Alleviate  certain  problems  which  tend  to  discourage  maintenance  and  growth  of  multi- 
employer plans; 

•  Provide  a  financially  self-sufficient  program  for  the  guarantee  of  employee  benefits  under 
multiemployer  plans. 
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Financial  Highlights 


Single-Employer  Fund 


(Dollars  in  Millions) 
Year  Ended  September  30, 
1982  1981 


1980 


Total  assets 

$    834.8 

$    515.4 

$    466.5 

Reserve  for  guaranteed  benefits 

1,138.0 

685.0 

543.0 

Accumulated  (deficit)  surplus  from  operations 

(332.8) 

(188.8) 

(94.6) 

Estimated  future  benefit  payments  to  participants 

of  terminated  plans  and  plans  pending 

termination 

3,250.0 

1,850.0 

1,350.0 

Premium  income 

79.6 

75.0 

71.2 

Investment  and  other  income 

96.2 

(5.4) 

22.3 

Losses  (gains)  on  terminated  plans  and 

plans  pending  termination 

202.9 

140.6 

26.3 

Benefit  payments 

94.2 

56.8 

36.7 

Administrative  expenses 

24.2 

20.6 

19.8 

Income  over  (under)  expenses 

(144.0) 

(94.2) 

51.8 

Investments  —  revolving  funds  and 

trusteed  plans 

532.6 

346.3 

288.6 

Multiemployer  Fund 


Total  assets 

Reserve  for  guaranteed  benefits 

Accumulated  (deficit)  surplus  from  operations 

Estimated  future  benefit  payments  to  participants 

of  terminated  plans  and  plans  pending 

termination 
Financial  assistance  outstanding 
Premium  income 
Investment  and  other  income 
Losses  (gains)  on  terminated  plans  and 

plans  pending  termination 
Benefit  payments 
Administrative  expenses 
Income  over  (under)  expenses 
Investments  —  revolving  funds  and 

trusteed  plans 


Year  Ended  September  30, 

1982 

1981 

1980 

$40.3 

$28.0 

$21.1 

26.8 

27.0 

28.7 

11.1 

(1.3) 

(8.5) 

62.0 

64.0 

63.0 

0.3 

0.3 

0.0 

12.8 

11.7 

4.5 

5.5 

(0.1) 

1.8 

(0.6) 

1.6 

0.9 

4.5 

4.3 

3.9 

3.2 

2.3 

2.1 

12.3 

7.3 

2.4 

33.6 


21.8 


17.4 


Note:  Financial  statements  appear  on  pages  20  through  25.  Certain  amounts  above  for  FY  81  have  been  restated. 


Highlights  of  1982  and  Later 
Important  Developments 


Financial  Condition 

The  Corporation's  eighth  year  of  opera- 
tions, in  its  fiscal  year  ended  September  30, 
1982,  witnessed  a  sharp  increase  in  assets  to 
$875  million  from  about  $543  million  at  Sep- 
tember 30,  1981,  and  an  increase  in  invest- 
ment and  other  income  to  $102  million  in  FY 
82  from  a  loss  of  $5  million  in  FY  81.  Unfor- 
tunately, such  increases  were  accompanied  by 
an  increase  in  liabilities  to  about  $1.2  billion 
from  $.7  billion,  reflecting  in  large  part  heavy 
losses  of  over  $200  million  on  terminated 
plans  and  plans  pending  termination,  includ- 
ing one  for  $50  million  and  another  for  $48 
million  which  were  two  of  the  largest  losses  in 
the  Corporation's  history.  The  net  result  was 
an  increase  in  the  Corporation's  deficit  to 
$322  million  at  FY  82  year-end,  up  69%  from 
its  deficit  of  $190  million  at  FY  81  year-end. 
This  $322  million  accumulated  deficit  is  com- 
prised of  a  $333  million  deficit  for  the  single- 
employer  program  and  an  $1 1  million  surplus 
for  the  multiemployer  program. 

Premium  Increase  Needed  in  Single- 
Employer  Insurance  Program 

In  its  FY  82,  the  PBGC  submitted  to  the 
Congress  with  the  approval  of  the  Admin- 
istration  a  request  to   increase  the  single- 


employer  premium  to  $6.00  per  year  per 
participant.  The  $6.00  premium  sought  by  the 
Corporation,  if  made  effective  for  plan  years 
commencing  on  or  after  January  1,  1983,  will 
enable  the  Corporation  to  cover  new  losses  of 
about  $100  million  per  year  and  eliminate  its 
$333  million  deficit  in  the  single-employer  in- 
surance program  over  a  period  of  about  10 
years  on  the  basis  of  various  projections  as  to 
claims  and  other  factors. 

Officers  of  the  Corporation  testified  before 
two  Congressional  Committees  in  May  and 
June,  1982.  The  97th  Congress  did  not  take 
action  on  that  request.  A  renewed  request  has 
been  presented  to  the  98th  Congress  and  is 
now  being  addressed. 

The  Corporation's  statutory  obligations 
under  its  single-employer  insurance  program 
now  run  to  over  100,000  beneficiaries  of  ter- 
minated plans,  and  the  number  is  increasing 
steadily.  The  total  amount  of  the  Corpora- 
tion's obligations  to  such  beneficiaries  now 
amounts  to  about  $3.3  billion  (with  a  present 
value  of  $1 .2  billion),  as  compared  with  assets 
of  $835  million. 

The  present  $2.60  premium  generates  only 
$85  million  of  new  funds  per  year  for  the 
single-employer  program,  as  compared  with 
the  Corporation's  current  cash  need  for 
benefit  payments  and  administrative  expenses 
under  that  program  are  now  approximating 
$165  million  per  year.  While  the  Corporation's 
present  level  of  assets  and  investment  income 
should  enable  it  to  continue  paying  benefits  at 
present  levels  for  a  number  of  years,  the  Cor- 
poration's large  and  increasing  deficit  places 
it  on  the  road  to  insolvency.  It  is  essential  that 
the  Congress  authorize  the  requested  increase 
in  the  single-employer  insurance  premium  to 
$6.00  for  plan  years  commencing  on  or  after 
January  1,  1983  so  that  the  Corporation  will 
be  funded  in  a  fiscally  prudent  manner  and  its 
$3.3  billion  of  guaranteed  benefits  will  with 
certainty  be  paid  to  participants  on  a  timely 
basis  when  they  become  due. 

Other  Proposed  Legislative  Changes 

The  administration  is  proposing  other  legis- 
lative changes  in  the  single-employer  in- 
surance program  which  would,  if  enacted: 

•  change  the  insurable  event  triggering 
PBGC  liability  in  such  a  way  that  PBGC 


would  no  longer  be  automatically  re- 
quired, as  under  current  law,  to  incur 
large  losses  attributable  to  underfunded 
liabilities  of  pension  plans  terminated  at 
will  by  an  ongoing  employer.  Instead,  the 
PBGC  would  be  required  to  take  over  an 
underfunded  plan  only  under  certain  cir- 
cumstances to  be  specified  in  the  law  and 
after  satisfactory  arrangements  are  made 
for  payment  to  the  PBGC  of  30<Vo  of  an 
agreed  amount  of  the  employer's  net 
worth  and  the  PBGC  obtains  a  right  to 
receive  a  profits  interest  designed  to  pay 
back  to  the  PBGC  over  time  the  amount 
of  losses  assumed  by  the  PBGC  on  the 
plan's  termination,  if  the  ongoing  com- 
pany successfully  continues  in  business 
and  earns  a  profit. 
»  impose  contingent  liability  on  transferors 
of  underfunded  plan  liabilities  exceeding 
$500,000  for  a  period  of  ten  years  follow- 
ing the  transfer  in  the  event  the  plan  ter- 
minates within  the  ten-year  period  and 
imposes  losses  on  the  PBGC.  Certain  rea- 
sonable  guidelines   establishing  exemp- 
tions from  such  contingent  transferor  lia- 
bility would  be  included  in  any  legislation 
or  in  regulations  issued  by  the  PBGC. 
»  authorize  PBGC  to  require  a  plan  spon- 
sor which  obtains  Internal  Revenue  Serv- 
ice approval  of  nonpayment  of  a  required 
funding  contribution  to  its  pension  plan 
to  put  up  collateral  or  security  which  will 
protect  the  plan's  funding  in  the  event 
that  the  plan  sponsor  never  becomes  able 
to  pay  the  waived  contributions.  Under 
current  law,   the  plan's  unfunded  lia- 
bilities are  automatically  increased  by  the 
amount   of   the    waived    contributions. 
Resulting  losses  incurred  by  the  PBGC  if 
the  plan  is  terminated  before  the  waived 
contributions  are  paid,  are  likewise  in- 
creased. The  proposed  legislative  change 
would  strengthen  the  plan's  funding  and 
protect  the  PBGC  from  such  losses. 
•  require  a  report  to  be  completed  within 
two  years  on  the  feasibility  of  substituting 
for  the  existing  flat  premium  per  partic- 


ipant per  year  a  variable  insurance  pre- 
mium, differing  from  plan  to  plan  based 
on  factors  affecting  the  PBGC's  risk  and 
exposure  such  as  the  amount  of  under- 
funded plan  liabilities,  the  relative  sol- 
vency of  the  sponsor,  and  other  factors. 
•  require  a  study  to  be  completed  within  two 
years  on  the  possibility  of  privatizing  the 
PBGC's  insurance  program  to  give  greater 
involvement  to  the  private  sector. 

Regulations 

The  Corporation  issued  a  number  of  pro- 
posed rules  and  final  regulations  in  FY  82, 
mostly  in  the  multiemployer  area.  PBGC 
developed  procedural  guidelines  for  multi- 
employer plans  to  apply  for  the  special 
withdrawal  liability  rules  and  received  five 
such  requests  covering  seven  plans. 

Plan  Terminations 

The  number  of  single-employer  plan  ter- 
minations increased  for  the  second  con- 
secutive year,  with  over  6,000  termination 
notices  received,  an  increase  of  about  1,000 
over  FY  81.  Losses  incurred  by  the  PBGC 
under  the  terminated  plans  of  six  plan  spon- 
sors alone  totaled  about  $170  million.  Report- 
able Events  declined  by  30%  to  422,  continu- 
ing the  trend  that  began  last  year  when  PBGC 
revised  the  filing  requirements.  As  of  the  end 
of  FY  82,  PBGC  was  trustee  for  780  plans 
covering  106,000  participants. 

Investment  Performance 

PBGC's  investment  and  other  income  in- 
creased significantly  in  FY  82  to  $101.6 
million  from  a  loss  of  $5.5  million  in  FY  81, 
reflecting  in  part  the  substantial  increase  in 
bond  and  other  securities  prices  held  in  its  in- 
vestment portfolio. 


Litigation 

Litigation  workload  grew  during  FY  82, 
with  inventory  increasing  to  142  cases  as  com- 
pared to  105  in  the  prior  year.  A  significant 
portion  of  the  increase  (25  cases)  is  the  result 
of  PBGC's  involvement  in  cases  challenging 
the  constitutionality  of  the  Multiemployer 
Pension  Plan  Amendments  Act. 

Integrated  Financial  and  Operational 
Management  System 

Significant  information  systems  and  plan 
designs  were  developed  by  1982  calendar 
year-end  which,  when  implemented  during 
1983  and  1984,  will  provide  the  Corporation 
with  an  up-dated  integrated  management  data 


processing  system  that  is  expected  to  achieve 
significant  operational  efficiencies  and  cost 
savings. 

Personnel 

In  May,  1982  Edwin  M.  Jones  was  ap- 
pointed Executive  Director  of  the  Pension 
Benefit  Guaranty  Corporation  (the  PBGC  or 
the  Corporation).  He  brings  to  the  PBGC 
long  experience  in  ERISA  and  related  tax  and 
trust  laws,  pension  plan  matters,  insurance 
company  operations,  and  investments  at  a 
time  when  the  Corporation's  activities  and 
problems  in  those  areas  are  accelerating.  In 
February  1983,  Charles  C.  Tharp,  with  par- 
ticular experience  in  investments,  was  ap- 
pointed Deputy  Executive  Director. 


Program  Operations 


The  Pension  Benefit  Guaranty  Corpora- 
tion administers  two  pension  protection  pro- 
grams: 

•  a  single-employer  termination  insurance 
program  protecting  28  million  people  in 
over  105,000  single-employer  plans;  and, 

•  a  multiemployer  insurance  program  pro- 
tecting about  9  million  people  in  some 
2,500  multiemployer  plans. 

Each  program  assures  that  workers  and  re- 
tirees receive  their  basic  pension  benefits  that 
are  guaranteed  under  the  law. 

Single-Employer  Plan  Termination 
Processing 

A  plan  administrator  who  terminates  a 
single-employer  defined  benefit  plan  must 
notify  PBGC  prior  to  the  termination.  The 
Corporation  determines  if  the  plan's  assets 
are  sufficient  to  pay  the  benefits  guaranteed 
by  law.  If  the  plan's  assets  are  sufficient, 
PBGC  authorizes  the  distribution  of  assets 
pursuant  to  plan  provisions  and  applicable  re- 
quirements of  law. 

PBGC  becomes  trustee  of  plans  with  insuf- 
ficient assets  to  assure  that  plan  participants 
are  paid  their  guaranteed  benefits  as  man- 


dated by  law.  In  becoming  trustee,  the  PBGC 
takes  over  plan  assets  and  assumes  the  liabil- 
ities for  guaranteed  benefits.  PBGC  uses  both 
premium  monies  that  it  collects  from  covered 
plans  and  payments  collected  from  the  em- 
ployer under  the  employer  liability  provisions 
of  the  law,  together  with  invested  income  on 
those  assets,  to  discharge  the  liabilities  it 
assumes. 

Termination  notices  during  FY  82  increased 
21%  over  FY  81,  with  6,003  notices  being  filed 
with  PBGC.  While  this  is  the  second  consecu- 
tive year  in  which  termination  notices  in- 
creased, the  number  remains  considerably  be- 
low the  post-ERISA  peak  of  almost  9,000 
notices  received  in  the  15-month  FY  76 
period.  PBGC's  case  processing  increased 
slightly  during  FY  82  with  4,272  cases  proc- 
essed. From  the  inception  of  the  single- 
employer  program  in  1974  through  the  end  of 
FY  82,  PBGC  had  received  approximately 
43,400  termination  cases.  Unlike  most  insur- 
ance companies,  PBGC  must  accept  all  claims 
made  against  it,  no  matter  what  the  financial 
status  of  the  plan.  Table  I  shows  processing 
activity  for  PBGC's  eight  years  of  operations. 


Table  I,  Plan  Terminations 

FY  82       FY  81        FY  80       FY  79       FY  78       FY  77       FY  76       FY  75 

Termination  notices 

received  6,003        4,949        3,933        4,810        5,158        7,202         8,932        2,470 

Pqcpc  closed 

administratively  266  263  584  458  788  785         1,112  354 

Sufficient  non- 
trusteeship  cases 
processed  4,272        4,195         3,465        5,484        7,420        4,510         1,533  0 


Multiemployer  Plan  Processing 

Financial  Assistance 

The  Multiemployer  Pension  Plan  Amend- 
ments Act  of  1980  requires  PBGC  to  provide 
financial  assistance  to  a  multiemployer  pen- 
sion plan  that  is  unable  to  pay  the  benefits 
that  are  guaranteed  under  the  Act.  During  FY 
82,  PBGC  provided  financial  assistance  to  the 
Anthracite  Health  and  Welfare  Fund  on  two 
separate  occasions.  The  Fund  had  insufficient 
funds  to  pay  benefits  because  of  summer  lay- 
offs and  a  lower  level  of  employer  contribu- 
tions. In  FY  81,  PBGC  had  provided  the 
Fund  assistance  when  an  industry  strike  inter- 
rupted employer  contributions.  In  approving 
the  Fund's  third  request  for  financial  assis- 
tance early  in  FY  83,  all  the  notes  were  com- 
bined so  that  the  Fund's  indebtedness  to 
PBGC  totalled  $465,000.  The  agreement  with 
the  Fund  calls  for  repayment  based  on  the 
cash  flow  from  the  employer  contributions. 

Variances  and  Exemptions 

PBGC  is  authorized  to  grant  variances  or 
exemptions  from  the  statutory  rules  under 
which  an  employer  that  sells  its  assets  will  not 
have  withdrawal  liability.  In  FY  82,  PBGC 
received  26  requests  for  exemptions  from  the 
statutory  requirements;  two  requests  were 
pending  at  the  end  of  FY  81 .  During  the  fiscal 
year,  ten  requests  for  exemptions  were 
granted  including  a  class  exemption  for  cer- 


tain sales  which  were  consummated  before 
January  1,  1981.  PBGC  published  notices  of 
pendency  of  two  requests  but  had  not  issued  a 
notice  of  its  decision  by  year-end.  Seven  re- 
quests were  withdrawn,  mooted  by  a  class 
variance,  or  closed  because  no  variance  was 
necessary;  nine  requests  were  pending  at  the 
end  of  FY  82. 

Alternate  Allocations 

PBGC's  regulation  on  Allocating  Unfunded 
Vested  Benefits  among  employers  to  deter- 
mine withdrawal  liability  established  a  pro- 
cedure for  plans  to  follow  in  applying  to 
PBGC  for  approval  of  allocation  methods 
which  are  not  specifically  allowed  under  the 
Act.  One  request  was  pending  as  FY  82  began 
and  13  additional  requests  were  received  in 
the  year.  At  year's  end,  eight  had  been  acted 
on  and  six  requests  were  pending. 

Extension  of  Special  Withdrawal 
Liability  Rules 

In  March  1982,  PBGC  issued  a  rule  estab- 
lishing procedures  for  plans  to  request  ap- 
proval of  plan  amendments  providing  for 
special  withdrawal  liability  rules  similar  to  the 
construction  and  entertainment  industry 
rules.  During  FY  82,  PBGC  received  five  re- 
quests covering  seven  plans.  All  five  were  in 
various  stages  of  processing  at  the  end  of  the 
fiscal  year. 


Multi-Single  Transfers 

In  FY  82,  PBGC  received  five  requests 
from  multiemployer  plans  for  a  waiver  of 
the  plans'  contingent  liability  for  guaranteed 
benefits  or  plan  asset  insufficiency  under 
§4232(c)  of  ERISA  in  the  event  of  the  ter- 
mination of  the  single-employer  plan  within 
that  period  existing  for  five  years  after  the 
transfer  of  liabilities  to  the  single-employer 
plan  from  the  multiemployer  plan.  Two  were 
adopted  in  the  fiscal  year  and  three  were 
pending  as  the  year  ended. 

Multiemployer  Mergers  and  Transfers 

A  merger  or  transfer  of  assets  between 
multiemployer  plans  is  deemed  not  to  con- 
stitute a  violation  of  §406(a)  or§406  (b)(2)  of 
ERISA  (prohibited  transactions)  if  PBGC 
determines  that  the  merger  or  transfer  other- 
wise satisfies  the  requirements  of  §4231 
(mergers  and  transfers  between  multiem- 
ployer plans).  In  FY  82,  PBGC  received  five 
requests  for  compliance  determinations 
under  §423 1(c);  three  were  approved  in  FY 
82,  while  the  remaining  two  should  be  acted 
on  early  in  FY  83. 

In  FY  82,  PBGC  received  13  notices  of 
mergers  of  multiemployer  plans  or  transfers 
of  assets  and  liabilities  between  multi- 
employer plans.  Ten  of  these  cases  were 
closed  during  the  fiscal  year,  while  three 
were  pending  at  the  year's  end. 


Multiemployer  Plan  Terminations 

In  FY  82,  PBGC  received  notices  of  ter- 
mination from  19  multiemployer  pension 
plans,  an  increase  of  two  notices  over  FY  81 . 
Of  the  19  notices,  nine  were  terminations  by 
mass  withdrawals  and  ten  were  terminations 
by  plan  amendment.  Under  the  law,  PBGC 
may  be  required  to  provide  financial  as- 
sistance to  a  plan  if  it  becomes  insolvent; 
none  of  the  19  terminations  involve  currently 
insolvent  plans. 

Trusteed  Single-Employer  Plans 

PBGC  must  become  the  trustee  of  ter- 
minated single-employer  plans  that  do  not 
have  sufficient  assets  to  pay  guaranteed 
benefits.  Under  the  Multiemployer  Act, 
PBGC  becomes  trustee  of  multiemployer 
plans  only  in  unusual  circumstances.  During 
FY  82,  PBGC  became  trustee  for  120  ter- 
minated single-employer  pension  plans  hav- 
ing 34,000  participants.  At  fiscal  year  end, 
another  134  pension  plans  were  being  proc- 
essed by  PBGC  in  anticipation  of  its  be- 
coming trustee  (See  Table  II).  In  the  latter 
cases,  PBGC  assures  that  participants  con- 
tinue to  receive  their  guaranteed  benefits 
while  the  necessary  arrangements  are  made 
to  take  over  their  plans. 

After  eight  years  of  operation,  PBGC  is 
trustee  for  780  pension  plans  and  directly 
responsible  for   paying   PBGC  guaranteed 


Table  II.  PBGC  Trusteeships 

FY  82      FY  81       FY  80      FY  79      FY  78       FY  77       FY  76       FY  75 


780  659 


514 


389  266 


145 


Plans  in  PBGC 

trusteeship 
Participants  with 

PBGC  guaranteed 

benefits 
Potential  plan 

trusteeships  pending  134  126  267  259  260  281 


48 


106,000   71,200   55,000   43,000   27,000   16,000   6,000 


400 


"Data  unavailable  for  this  period. 


pensions  to  about  106,000  people  entitled  to 
immediate  or  deferred  benefits  under  ter- 
minated plans.  Table  II  shows  PBGC's  trust- 
eeship activity  for  each  year  since  1974. 

Reportable  Plan  Events 

ERISA  provides  an  "early  warning 
system"  designed  to  let  PBGC  know  when  a 
pension  plan  or  plan  sponsor  is  experiencing 
certain  problems  that  might  eventually  result 
in  a  claim  against  PBGC.  A  plan  administra- 
tor is  required  to  notify  PBGC  of  three  types 
of  significant  occurrences: 

•  Withdrawal  of  a  substantial  employer 
from  a  plan  with  more  than  one  em- 
ployer contributing; 

•  Closing  of  a  facility  that  results  in  more 
than  20  percent  of  plan  participants  be- 
ing separated;  and 


•  "Reportable  Events",  which  are  occur- 
rences specified  by  statute  or  regulation 
and  are  indicative  of  problems  with  a 
plan's   potential  ability   for  continued 
operation. 
Reportable  Events  filings  dropped  by  30% 
in  FY  82,  following  a  53%  decline  in  FY  81. 
Reportable  Events  filings  totaled  422  this 
year  compared  to  1,677  in  the  FY  77  peak. 
The  steep  decline  in  the  last  two  fiscal  years 
is  a  direct  result  of  PBGC's  revision  of  the 
Reportable  Events  Regulation  in  late  FY  80 
reducing  plan  administrators'  filing  burdens. 
Filings     for     Closing    of    Facilities     and 
Withdrawals    of    a    Substantial    Employer 
declined  from  FY  81  levels.  Table  III  shows 
workload  in  all  three  filing  areas  since  the  in- 
ception of  the  program  in  1974. 


Table  HI.  Reportable 

Plan  Events 

FY  82 

FY  81 

FY  80 

FY  79 
1,584 

54 

FY  78 

FY  77 

FY  76 

FY  75 

Reportable  events 
Closing  of  facilities 
and  Withdrawals  of 
substantial  employers 

422 
46 

602 

67 

1,293 
26 

1,458 
101 

1,677 
111 

1,473 
176 

481 
94 

Program  Development 


Multiemployer  Regulations 

The  Multiemployer  Pension  Plan  Amend- 
ments Act  of  1980  (MPPAA)  authorized 
PBGC  to  develop  numerous  new  regulations 
to  implement  its  various  provisions,  define 
terms,  and  vary  or  accommodate  certain  re- 
quirements. During  FY  82,  PBGC  issued  two 
advanced  notices  of  proposed  rulemaking, 
one  proposed  regulation,  and  one  final  regu- 
lation affecting  multiemployer  plans.  In- 
formation on  these  and  on  other  regulations 
being  developed  follows. 

Mergers  and  Transfers  between  Multi- 
employer Plans 

MPPAA  requires  that,  except  as  otherwise 
provided  in  PBGC  regulations,  mergers  be- 
tween multiemployer  plans  and  transfers  of 
assets  and  liabilities  between  multiemployer 


plans  must  comply  with  four  requirements: 
(1)  that  the  plan  sponsor  notify  PBGC  at  least 
120  days  before  the  effective  date  of  the 
merger  or  transfer;  (2)  that  no  participant's  or 
beneficiary's  accrued  benefit  after  the  trans- 
fer be  smaller  than  the  accrued  benefit  before 
the  transfer;  (3)  that  plan  benefits  not  be 
reasonably  expected  to  be  subject  to  suspen- 
sion as  a  result  of  plan  insolvency;  and  (4) 
that  actuarial  valuations  of  each  affected  plan 
have  been  performed  during  the  plan  year 
preceding  the  effective  date  of  the  transaction 
or  such  other  valuations  be  performed  as  may 
be  prescribed  by  PBGC.  The  law  also  gives 
PBGC  authority  to  vary  these  requirements. 
Early  in  FY  82,  PBGC  issued  a  proposed 
regulation  to  provide  guidance  for  determin- 
ing whether  a  merger,  spinoff  or  transfer  of 
assets  or  liabilities  conforms  with  these  re- 


quirements.  This  proposed  regulation  set 
forth  notice  requirements  for  mergers  and 
transfers  and  interprets  the  other  statutory  re- 
quirements. Public  comments  have  been  re- 
ceived and  are  being  analyzed.  A  final  regula- 
tion is  expected  to  be  issued  in  FY  83. 

Extension  of  Special  Withdrawal 
Liability  Rules 

MPPAA  contains  provisions  which  require 
in  most  cases  that  an  employer  who  com- 
pletely or  partially  ceases  to  contribute  to  a 
multiemployer  plan  must  pay  withdrawal 
liability  to  the  plan.  The  amount  of  a 
withdrawing  employer's  liability  is  based  on 
its  share  of  the  unfunded  vested  benefits  of 
the  plan. 

Congress  recognized  that  the  cessation  of 
contributions  by  an  employer  in  certain 
industries  does  not  normally  weaken  the 
plan's  contribution  base,  unless  the  employer 
continues  the  same  work  in  the  same  area. 
The  construction  and  entertainment  indus- 
tries were  identified  as  such  industries  and 
MPPAA  contains  special  withdrawal  rules 
for  these  industries.  These  special  rules  result 
in  no  liability  being  imposed  unless  the  cessa- 
tion threatens  the  plan's  contribution  base. 

MPPAA  authorizes  PBGC  to  allow  plans 
in  other  industries  to  adopt  special  with- 
drawal rules  similar  to  the  statutory  rules  for 
the  construction  and  entertainment  in- 
dustries. In  March  1982,  PBGC  issued  a  final 
regulation  which  prescribes  procedures  under 
which  a  multiemployer  plan  may  request 
PBGC  approval  of  plan  amendments  pro- 
viding for  special  withdrawal  liability  rules 
similar  to  the  construction  and  entertainment 
industry  rules.  In  May  1982,  PBGC  issued  an 
advance  notice  of  proposed  rulemaking 
soliciting  public  comment  on  whether  PBGC 
should  promulgate  general  standards  by 
which  it  would  decide  these  cases.  The  com- 


ment period  has  closed.  PBGC  is  reviewing 
this  matter  to  decide  whether  to  proceed  with 
regulations  on  this  issue. 

Definition  of  Building  and 
Construction  Industries 

In  September  1982,  PBGC  published  an 
advance  notice  of  proposed  rulemaking  which 
solicited  the  views  of  the  public  on  the  need 
for  and  content  of  a  regulation  defining 
"building  and  construction  industries"  and 
related  terms  which  are  critical  to  the  special 
rules.  After  reviewing  the  comments  received 
in  response  to  the  advance  notice,  PBGC  will 
determine  whether  to  proceed  with  a  regula- 
tion in  this  area. 

Other  Regulation  Development  Activity 

During  the  year,  work  was  begun  on 
several  other  multiemployer  regulations. 
These  regulations  include: 

•  Notice  and  Collection  of  Withdrawal 
Liability  —  would  establish  the  interest 
rate  plans  must  charge  employers  for  de- 
linquent withdrawal  liability  payments, 
and  establish  certain  other  rules  relating 
to  employer  defaults. 

•  Reduction  or  Waiver  of  Complete  With- 
drawal Liability  —  would  establish  a  pro- 
cedure under  which  plans  may  adopt 
rules  for  reduction  or  waiver  of  with- 
drawal liability  when  a  withdrawn  em- 
ployer reenters  the  plan. 

•  Variances  for  Sales  of  Assets  —  a  rule 
establishing  automatic  waivers  of  the 
purchaser's  bond /escrow  and  sales  con- 
tract requirements  in  certain  sales. 

•  Supplemental  Guarantee  Program  — 
would  establish  an  optional  PBGC  pro- 
gram under  which  multiemployer  plans 
may  purchase  PBGC  insurance  for  ben- 
efits not  guaranteed  under  the  multi- 
employer program,  but  that  would  be 
guaranteed  otherwise. 


•  Notice  of  Insolvency  —  a  regulation  in- 
terpreting and  implementing  the  require- 
ments that  plan  sponsors  make  periodic 
determinations  of  plan  solvency  and 
issue  certain  notices  to  PBGC,  plan  par- 
ticipants, contributing  employers  and 
affected  employee  organizations  when  a 
plan  is  or  may  become  insolvent. 

•  Notice  of  Benefit  Suspensions  in  Plans 
Terminated  by  Mass  Withdrawal  — 
would  establish  and  implement  regula- 
tions pertaining  to  plan  insolvency  for 
plans  that  have  terminated  by  mass 
withdrawal,  these  rules  to  be  analogous 
to  those  in  the  Notice  of  Insolvency 
regulation. 

•  Redetermination  of  Withdrawal  Liabil- 
ity upon  Mass  Withdrawal  —  would 
provide  guidance  for  allocating  the  total 
unfunded  vested  benefits  of  a  plan 
which  has  experienced  a  mass  with- 
drawal. 

•  Transfer  to  Single-Employer  Plans  — 
used  for  determining  when  PBGC  would 
waive  a  multiemployer  plan's  contingent 
liability  arising  from  a  transfer  of 
liabilities  to  a  single-employer  plan. 

Detailed  information  on  multiemployer 
case  processing  is  provided  in  the  Program 
Operations  Section. 

Single-Employer  Regulations 

Early  in  FY  82,  PBGC  issued  a  final  regu- 
lation providing  rules  for  the  distribution  of 
assets  that  remain  in  terminated  plans  after 
all  benefits  have  been  paid  ("residual 
assets").  The  rule  permitted  the  return  of 
residual  assets  to  the  sponsoring  employer 
under  certain  circumstances.  It  also  estab- 
lished the  procedure  for  determining  the  por- 
tion of  residual  assets  arising  from  employee 
contributions  that  must  be  returned  to  the 
employees. 

During  the  year,  PBGC  continued  its 
work  with  the  Internal  Revenue  Service  to 
develop  a  joint  termination  filing  procedure 
that  should  simplify  the  process  for  pension 
professionals    and    plan    administrators. 


PBGC  anticipates  issuing  this  regulation  and 
implementing  the  new  procedure  early  in  FY 
83. 

PBGC  is  also  developing  single-employer 
regulations  for  valuing  insurance  contracts, 
for  PBGC  recovery  of  benefit  overpay- 
ments, and  for  decreasing  reportable  events 
for  which  notice  must  be  filed  with  PBGC. 
Substantial  work  on  these  regulations  has 
been  completed,  and  PBGC  expects  to  issue 
them  in  FY  83. 

Single-Employer  Legislation 

In  prior  annual  reports,  PBGC  has 
pointed  out  that  the  current  single-employer 
program  provides  opportunities  for  abuse. 
An  ongoing  employer  with  little  or  no  net 
worth  may  find  it  advantageous  to  terminate 
an  underfunded  plan  transferring  that  em- 
ployer's pension  obligations  to  PBGC  and, 
through  PBGC's  premium  system,  to  other 
plan  sponsors.  An  employer  also  may  trans- 
fer its  pension  obligations  to  a  weaker  em- 
ployer exposing  PBGC  to  larger  losses  in  the 
event  the  new  plan  terminates. 

Early  in  FY  82,  the  Subcommittee  on 
Labor  of  the  Senate's  Committee  on  Labor 
and  Human  Resources  held  hearings  on  S. 
1541.  Thereafter,  during  the  year,  PBGC 
and  representatives  of  its  Board  of  Directors 
continued  to  meet  with  congressional  staff 
and  members  of  the  pension  community  to 
address  the  specific  concerns  that  surfaced  at 
the  Senate  hearings.  Further  developmental 
work  on  legislation  designed  to  correct  ex- 
isting abuse  potentials  will  take  place  in  FY 
83. 
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Financial 


The  Financial  Statements  for  the  year 
ended  September  30,  1982,  show  a  $132 
million  net  loss  in  operations  for  the  single- 
employer  and  multiemployer  programs.  Such 
amounts  reflect  a  $144  million  loss  for  the 
single-employer  program  and  a  $12  million 
gain  in  the  multiemployer  program. 

The  total  loss  in  operations  for  the  single- 
employer  and  multiemployer  programs  of 
$132  million  is  primarily  the  result  of  large 
losses  on  terminated  plans  and  plans  pending 
termination.  For  the  second  consecutive  year, 
the  losses  from  terminated  plans  and  plans 
pending  termination  have  been  the  highest 
recorded.  FY  82  losses  for  such  plans  were 
$203  million,  up  from  $142  million  in  FY  81. 
Favorable  investment  results  derived  from  the 
improved  performance  of  the  bond  and  equity 
markets  were  not  sufficient  to  offset  the 
losses. 

Estimated  losses  on  major  plans  terminated 
or  pending  termination,  by  sponsor,  are  the 
following: 


White  Farm  Equipment 

Co. 
Braniff  Airways,  Inc. 
Rath  Packing  Co. 
McLouth  Steel  Co. 
Facet  Enterprises,  Inc. 
Johnson  Steel  &  Wire 

Co. 


$50 

$47, 
$33, 
$22, 


3  million 
7  million 
9  million 
7  million 
6  million 


$  8.2  million 


Subsequent  to  September  30,  1982,  agree- 
ments were  reached  with  Rath  Packing  Com- 
pany and  Facet  Enterprises,  Inc.  providing, 
among  other  things,  for  payment  of  fixed 
amounts  over  a  period  of  time  and  for  con- 
tingent payments  based  on  future  profits  of 
the  companies.  The  present  values  of  the 
fixed  annual  payments,  which  are  secured, 
are  included  in  the  Financial  Statements.  No 
value  for  contingent  payments  is  included  in 
the  Financial  Statements.  Any  such  payments 
received  or  accrued  in  the  future  will  have  the 
effect  of  reducing  the  amount  of  the  losses  in- 
dicated above.  (See  footnote  4  to  Financial 
Statements.) 

More  detailed  information  concerning 
PBGC's  financial  results  for  FY  82  can  be 
found  in  the  Financial  Statements  and  Ac- 
tuarial Report  beginning  on  page  20. 


Assets  and  Investment  Management 

Investment  Structure 

PBGC  maintains  two  separate  funds  to  fi- 
nance each  of  its  pension  insurance  programs 
—  a  revolving  fund  and  a  trust  fund  —  cover- 
ing multiemployer  and  single-employer  plans. 
The  revolving  funds  provide  for  the  collection 
of  premiums,  for  the  expenditures  for  PBGC 
administration  and  for  the  payment  of  the  un- 
funded portion  of  pension  benefits.  The  trust 
funds  consist  of  assets  that  PBGC  acquires 
when  it  becomes  the  trustee  of  terminated 
pension  plans  as  well  as  those  sums  recovered 
as  employer  liability  payments. 

Revolving  Funds 

The  revolving  funds,  consisting  of  obliga- 
tions issued  by  the  U.S.  Government,  had  a 
market  value  of  $273  million  as  of  September 
30,  1982.  PBGC's  fixed  income  advisor,  Pa- 
cific Investment  Management  Co.,  assists 
PBGC  in  selecting  the  types  of  securities 
issued  or  guaranteed  by  the  U.S.  Government 
to  be  included  in  the  revolving  funds. 

Trust  Funds 

Trust  funds  assets  are  commingled  and  in- 
vested in  a  diversified  portfolio  of  private- 
sector  securities.  PBGC  employs  three  inde- 
pendent investment  managers  who  specialize 
in  different  areas  of  the  equity  market.  Each 
of  PBGC's  investment  managers  operates 
within  its  own  category  of  investment  exper- 
tise and  with  investment  discretion  subject  to 
PBGC's  guidelines.  PBGC's  Advisory  Com- 
mittee, aided  by  its  Investment  Policy  Panel, 
advises  the  PBGC  on  investment  guidelines 
and  policies.  (The  Advisory  Committee  and 
Investment  Policy  Panel  memberships  are 
listed  in  the  back  of  this  Report.) 

As  of  September  30,  1982,  the  market  value 
of  the  commingled  trust  funds  was  $201.3 
million.  In  addition,  the  assets  of  terminated 
plans  pending  trusteeship  ($129  million),  the 
assets  of  plans  pending  termination  ($62 
million),  and  the  assets  of  trusteed  plans  not 
yet  commingled  ($91  million),  approximated 
$282  million  at  FY  82  year-end.  During  FY 
82,  PBGC  transferred  $65  million  in  new  trust 
fund  assets  to  its  direct  control,  compared  to 
$55  million  in  FY  81. 
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Custodian  Bank  and  Investment  Managers 

The  custodian  bank  and  professional  in- 
vestment managers  employed  to  administer 
PBGC's  asset  management  program  are  as 
follows: 


Custodian 
Bank: 

General 

Equity 

Manager: 

Sector- 
Rotator 
Equity 
Manager: 

Growth 

Equity 

Manager: 


Fixed 

Income 

Advisor: 


State  Street  Bank  and  Trust 
Co.,  Boston,  MA 


Alliance  Capital  Manage- 
ment, Inc.,  New  York,  NY 


Forstmann-Leff  Associates 
New  York,  NY 


Putnam  Advisory 
Company,  Inc. 
Boston,  MA 


Pacific  Investment 
Management  Co. 
Newport  Beach,  CA 


PBGC's  custodian  bank  serves  as  a  central 
depository  for  the  trust  funds  and  assists 
PBGC  in  selling  assets  acquired  from  term- 
inated plans  that  are  not  readhy  marketable. 
PBGC's  investment  managers  select  from  the 
readily  marketable  assets  those  they  wish  to 
include  in  their  PBGC  portfolios.  Other 
assets  are  sold  by  the  custodian  bank,  and  the 
proceeds  reinvested  by  the  investment 
managers. 

Investment  Performance 

Table  IV  shows  performance  figures  for 
FY  81  and  FY  82  and  annualized  five-year 
returns  compared  with  various  indices  for  the 
corresponding  periods.  The  performance 
figures  for  PBGC's  invested  assets  and  the  in- 
dices have  been  adjusted  for  the  reinvestment 
of  dividends  and  interest,  including  realized 
and  unrealized  income,  and  are  calculated  on 
a  time-weighted  basis. 

PBGC  experienced  significantly  higher 
returns  on  both  the  commingled  trust  funds 
and  the  government  portfolio  this  year,  as 
noted  in  Table  IV. 


Table  IV. 


Fiscal  Year 
1982 


Fiscal  Year 
1981 


For  the  Five-Year 

Period  Ended 

September  30,  1982 

Annualized 


Revolving  Funds  — 
Government  Securities 

Total  Trust  Funds  — 
Commingled  Equities 

Corporate  Bond  Index 
(Salomon  Bros.  High- 
Grade  Long-Term) 

Lehman  Government 
Bond  Index 

S&P  500 

New  York  Stock 
Exchange  Index 


+  32.8% 
+   9.9% 

+  45.6% 

+  30.3% 
+   9.7% 

+   9.3% 


-  1.7% 

-  2.9% 

-11.2% 

+   0.6% 

-  3.1% 

-  2.9% 


+   6.0% 
+  11.5% 

+    3.4% 

+   8.1% 
+  10.2% 

+  11.2% 
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Premiums,  Benefit  Payments,  and  Reserve 
for  Present  Value  of  Guaranteed  Future 
Benefits 

Premium  Income 

During  FY  82,  premium  income  including 
penalty  and  interest  increased  by  $5.7  mil- 
lion to  a  total  of  $92.4  million  for  the  year. 
This  increase  was  primarily  due  to  new  plans 
added  and  improved  procedures  for  col- 
lecting unpaid  premiums  and  related 
penalties  and  interest. 

Single-Employer  Premium  Rate 

In  FY  82,  PBGC  completed  its  second 
study  of  "Premium  Requirements  for  the 
Single-Employer  Basic  Benefits  Insurance 
Program".  The  study  showed  that  an  in- 
crease in  the  premium  rate  from  $2.60  to 
$6.00  per  participant,  effective  for  plan 
years  commencing  on  or  after  January  1, 
1983,  is  needed  to  enable  the  Corporation  to 
fund  its  obligations  in  a  fiscally  prudent 
manner. 

The  study  was  based  on  the  PBGC's  ex- 
perience from  FY  75  through  FY  81  but  did 
not  provide  for  the  extraordinarily  large 
claims  that  PBGC  experienced  during  the 
latter  half  of  FY  82.  The  study  showed  that 
during  the  four-and-one-half  year  period 
ending  September  30,  1981  — 

•  annual  benefit  claims  averaged  $62.3 
million;  from  1974  through  early  1977, 
they  averaged  $24.7  million; 

•  the  average  claim  per  terminating  plan 
rose  to  over  $1  million  from  the 
$300,000  average  experienced  from  1974 
through  early  1977;  and 

•  the  single-employer  deficit  rose  from 
$41.0  million  at  the  end  of  FY  76  to 
$188.8  million. 

The  $6.00  premium  requested  of  the  Con- 
gress was  projected  to  cover  anticipated  new 
claims  of  about  $475  million  for  the  5-year 
1982-86  period,  retire  by  the  end  of  1987  a 
deficit  estimated  in  May  1982  to  approxi- 
mately $235  million  at  1982  calendar  year 
end,  and  pay  administrative  costs.  Without 
the  increase  in  premium,  the  study  projected 
that  the  deficit  would  be  at  least  $470  million 
by  the  end  of  1986. 


The  study  and  the  increase  request  were 
formally  submitted  by  the  Administration  to 
the  Congress  in  May  1982.  During  May  and 
June,  hearings  were  held  before  the  Subcom- 
mittee on  Labor  of  the  Senate  Committee  on 
Labor  and  Human  Services  and  before  the 
House  Select  Committee  on  Aging.  As  of  the 
end  of  the  fiscal  year,  the  premium  request 
was  still  pending  before  the  Congress. 


Premium  Receipts  vs.  Benefit  Payments 
Single-Employer 


($  in  Millions) 
100,000 

90,000 

80,000 

70,000 

60,000 

50,000 

40,000 

30,000 

20,000 
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1974   75     76     77     78     79     80     81     82   83 

-  Premium  Income 

-  Benefit  Payments 
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Risk-Related  Premium  Study 

Throughout  PBGC's  existence,  the  pre- 
mium for  the  single-employer  basic  benefits 
program  has  been  a  flat  rate  per  participant 
paid  annually.  The  Multiemployer  Pension 
Plan  Amendments  Act  of  1980  (§4 12(a)) 
directed  the  Corporation  to  conduct  a  study 
of  "the  advantages  and  disadvantages  of 
establishing  a  graduated  premium  rate 
schedule ...  which  is  based  on  risk,  and... 
report  to  the  Congress  the  results ...  in- 
cluding its  recommendations  with  respect 
thereto." 

In  FY  82  the  PBGC  began  the  first,  explor- 
atory stage  of  this  "risk-related"  premium 
study  and  engaged  a  contractor  to  assist  in 
this  effort.  The  basic  issues  have  been  identi- 
fied and  will  be  analyzed  in  detail  in  FY  83  to 
determine  their  potential  impact.  Exposure 
(amount  of  benefits,  degree  of  under  fund- 
ing), sponsor's  financial  condition,  and  many 
other  factors  are  being  considered  in  PBGC's 
study.  PBGC  is  uncertain  at  this  time  whether 
it  will  be  possible  to  establish  a  workable  risk- 
related  premium  program.  The  possibility  of 
improving  the  equitable  treatment  of  plans 
and  their  sponsors  with  such  a  program  must 
be  weighed  against  the  possibility  that  ad- 
ministering a  risk-related,  variable  insurance 
premium  program  could  be  unduly  complex, 
expensive,  and  burdensome  to  plans  and  the 
PBGC,  and  employers. 


Revised  Premium  Payment  Form 

The  PBGC  Annual  Premium  Payment 
Package,  which  includes  the  PBGC  Form  1 
and  instructions,  is  used  by  plan  admin- 
istrators to  make  their  annual  premium  filing 
and  payment.  During  FY  82,  PBGC  rede- 
signed this  form  and  simplified  the  filing 
instructions  to  make  it  easier  to  understand 
and  to  reduce  the  reporting  burden  placed  on 
plan  administrators. 

The  public's  response  to  the  revised  Form  1 
package  has  been  positive  and  premium  fil- 
ings have  become  more  accurate. 

Premium  Collection  Improvement  Program 
During  FY  82  the  PBGC  continued  with 
the  implementation  of  additional  elements  of 
a  comprehensive  program  of  improvements 
to  insure  maximum  and  timely  collection  of 
premium  revenues. 

Identification  and  collection  of  delinquent 
premiums  have  been  intensified  through 
broader  capability  to  bill  plans  for  premium 
underpayments  and  associated  late  payment 
penalty  and  interest  charges  as  annual  filings 
are  received.  In  addition,  premium  non-filers 
are  being  aggressively  pursued  as  a  result  of 
implementation  during  FY  82  of  an  auto- 
mated capability  to  notify  plans  which  have 
failed  to  file  with  the  PBGC. 

The  PBGC  is  also  currently  utilizing  Inter- 
nal Revenue  Service  (IRS)  5500  File  data  to 
identify  and  collect  premiums  from  plans 
which  fail  to  file  with  the  PBGC  and  plans 
which  file  with  the  PBGC  using  an  erroneous 
plan  type  (single-employer  or  multiemployer). 
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To  date,  the  efforts  noted  above,  which 
comprise  only  a  small  segment  of  our  overall 
premium  collection  improvement  program, 
have  generated  more  than  $4  million  in  addi- 
tional premium,  penalty,  and  interest  income. 
Additional  improvements,  such  as  the  im- 
plementation of  the  capability  to  verify  that 
terminating  plans  pay  all  required  premiums, 
are  nearing  completion. 

Benefit  Payments  and  Reserve  for  Present 
Value  of  Guaranteed  Benefits 

During  FY  82,  benefit  payments  increased 
by  $37.5  million  to  a  total  of  $98.6  million  as 
a  result  of  an  accelerating  rate  of  recent  large 
pension  plan  terminations. 


Benefit  Payments  vs.  Administrative  Expenses 
Single-Employer 


PBGC's  reserve  for  the  present  value  of 
guaranteed  future  benefits  grew  by  $453  mil- 
lion and  totalled  $1.2  billion  at  the  end  of  FY 

82. 

Financial  Statement  Improvement  Program 

During  FY  82,  PBGC  continued  to  make 
improvements  in  accounting,  in  internal  con- 
trols, and  in  stating  account  balances  to  over- 
come the  deficiencies  noted  in  the  audit  report 
of  the  General  Accounting  Office  (GAO) 
covering  the  PBGC's  FY  80  Financial  State- 
ments. A  number  of  improvements  recom- 
mended by  GAO  were  adopted  in  the  pre- 
paration of  the  FY  81  Financial  Statements 
and  others  have  been  included  in  FY  82  Fi- 
nancial Statements. 

The  most  significant  of  our  liability  ac- 
counts is  the  Reserve  for  Present  Value  of 
Guaranteed  Future  Benefits.  The  methods 
used  in  calculating  such  reserve  amount  con- 
tributed most  to  the  inability  of  GAO  to  ex- 
press an  opinion  on  PBGC's  financial  state- 
ments. GAO  indicated  a  concern  about  the 
use  of  estimates  for  determining  this  liability 
and  that  limited  data  and  unproven  estima- 
tion techniques  weakened  the  reliability  of  the 
estimated  values.  PBGC  has  developed  a  ma- 
jor program  for  improving  the  processes  in- 
volved in  determining  the  reserve  values  and 
necessary  initial  tasks  in  that  program  were 
underway  at  FY  82  year  end.  Much  additional 
progress  will  be  made  in  FY  83. 


1974    75     76     77     78     79     80     81     82  83 


Benefit  Payments 
Administrative  Expenses 
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Legal  Activities 


In  FY  82,  the  number  of  cases  in  litigation 
to  which  PBGC  was  a  party  continued  to 
grow.  At  year-end,  PBGC  had  an  inventory 
of  142  cases  compared  to  105  as  of  the  end  of 
1981.  (This  is  apart  from  the  more  than  200 
claims  in  bankruptcy  courts  to  which  no 
objections  have  been  filed.)  A  substantial 
portion  of  the  increase,  25  cases,  is  attribu- 
table to  challenges  to  the  constitutionality  of 
the  Multiemployer  Pension  Plan  Amend- 
ments Act. 

The  sections  that  follow  highlight  court 
decisions  received  during  FY  82  which  may 
have  significant  impact  on  the  single- 
employer  program,  and  developments  in  the 
Multiemployer  Act  constitutional  litigation. 


Single-Employer  Litigation 

PBGC  v.  Ouimet  Corporation 

In  this  employer  liability  action,  a  United 
States  Court  of  Appeals  previously  held  that 
the  "employer"  maintaining  a  plan  at  term- 
ination was  a  group  of  businesses  under  com- 
mon control  and  that  these  businesses  were 
jointly  and  severally  liable  for  the  lesser  of  the 
plan  asset  insufficiency  or  30%  of  the  "em- 
ployer's" net  worth.  On  remand  all  the  de- 
fendants contended  that  net  worth  meant 
book  value  and  that  the  PBGC  had  abused  its 
discretion  in  selecting  a  net  worth  valuation 
date.  The  bankrupt  plan  sponsor  contended 
that  since  no  net  worth  was  attributable  to  it, 
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all  the  liability  should  be  imposed  on  solvent 
members  of  the  "employer".  The  solvent 
members  of  the  "employer"  argued  that  since 
the  bankrupt  was  the  plan  sponsor  all  the 
liability  should  be  imposed  on  it. 

The  court  decided  that  the  use  of  fair 
market  value,  rather  than  book  value,  to 
determine  net  worth  was  a  reasonable  method 
consistent  with  ERISA's  requirement  that  net 
worth  is  to  reflect  the  employer's  operations 
and  prospects,  and  that  PBGC's  selection  of  a 
net  worth  valuation  date  was  not  an  abuse  of 
discretion.  The  court  allocated  the  liability 
among  all  the  members  of  the  controlled 
group  employer  but  expressly  recognized  the 
continued  application  of  the  rule  of  joint  and 
several  liability. 

PBGC  v.  Dickens 

In  this  plan  termination  action,  PBGC 
asked  the  court  to  declare  which  businesses 
constituted  the  "employer"  maintaining  the 
plan  at  the  date  of  termination.  A  parent 
corporation  owned  100%  of  the  plan  spon- 
sor's stock  on  the  date  of  termination  but  had 
purchased  that  stock  for  one  dollar  only  a  few 
weeks  earlier  in  an  attempt  to  obtain  bank- 
ruptcy court  approval  of  a  plan  to  reorganize 
the  bankrupt  plan  sponsor. 

The  bankruptcy  court  decided  the  plan 
sponsor  should  be  liquidated  rather  than  reor- 
ganized and  the  parent  corporation  trans- 
ferred the  stock  back  to  its  former  owner. 
Under  these  circumstances  the  court  decided 
that  the  parent  was  not  part  of  the  employer 
even  though  it  met  the  stock  ownership  test  of 
a  commonly  controlled  group  of  businesses 
used  to  define  the  term  "employer"  for  pur- 
poses of  Title  IV  of  ERISA.  The  court  con- 
cluded that  the  parent's  ownership  interest 
was  a  mere  paper  formality  and  held  that  it 
would  be  unjust  to  make  the  parent  corpora- 
tion responsible  as  part  of  the  employer. 
PBGC  has  appealed. 


PBGC  v.  Anthony  Company,  et  al. 

This  PBGC  action  to  collect  employer 
liability  was  brought  against  the  plan  spon- 
sor, Anthony  Company,  and  its  parent,  M.S. 
Kaplan  Company.  The  parent  became  the 
majority  owner  of  the  subsidiary  after  the 
creation  of  the  plan  and  before  ERISA's 
enactment.  In  an  interlocutory  opinion  the 
court  decided  that  ERISA  might  be  uncon- 
stitutional as  applied,  if  it  were  found  that 
employer  liability  fell  on  the  parent  beyond 
the  extent  that  the  parent  derived  direct  finan- 
cial benefit  from  the  subsidiary  during  the  af- 
filiation. The  district  court  refused  to  allow 
an  immediate  appeal.  Discovery  is  now 
underway  to  determine  to  what  extent  the 
parent  benefitted  from  its  ownership  of  the 
subsidiary. 

In  Re:  J.  L.  Thomson  Rivet  Corporation 

In  bankruptcy  cases  PBGC  frequently  files 
claims  for  both  unpaid  contributions  due  to  a 
plan  prior  to  its  termination  and  the  liability 
which  is  statutorily  imposed  upon  employers 
maintaining  a  plan  at  termination.  An  unpaid 
contributions  claim  may  be  based  on  a  spon- 
sor's contractual  obligation  to  fund  a  plan, 
the  minimum  funding  requirements  of  29  U. 
S.  C.  §1082,  or  both.  An  employer  liability 
claim  under  29  U.  S.  C.  §1362  is  the  lesser  of 
the  plan  asset  insufficiency  to  provide 
guaranteed  benefits  or  30%  of  the  employer's 
net  worth. 

In  this  case,  the  bankrupt's  creditors  con- 
tended that  upon  ERISA's  enactment,  em- 
ployer liability  became  the  sole  and  exclusive 
liability  of  an  employer  upon  termination  of 
an  underfunded  plan  and  that  even  if  a  claim 
for  unpaid  contributions  continued  to  exist 
the  PBGC  could  not  assert  it.  The  court  re- 
jected the  creditors'  arguments.  It  concluded 
that  the  enactment  of  ERISA  did  not  erad- 
icate a  claim  for  unpaid  contributions  and 
that  PBGC,  which  had  become  trustee  of  the 
plan  under  29  U.  S.  C.  §1342,  was  entitled  to 
assert  the  claim.  The  creditors  have  appealed. 
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In  Re:  Syntex  Fabrics,  Inc.  Pension  Plan 

In  this  voluntary  plan  termination  action, 
the  employer  and  an  insurance  company  con- 
tended that  the  date  of  plan  termination 
should  be  the  date  on  which  the  employer  laid 
off  all  its  employees.  No  termination  notice 
was  submitted  then  or  for  months  afterward. 
PBGC  maintained  that  because  29  U.  S.  C. 
§1341  requires  the  plan  administrator  to 
notify  PBGC  of  its  intention  to  terminate  a 
plan  at  least  10  days  before  a  proposed  date 
of  termination,  the  court  should  not  establish 
a  retroactive  termination  date.  PBGC  as- 
serted that  a  retroactive  date  is  only  ap- 
propriate in  highly  unusual  circumstances, 
not  present  in  this  case.  Despite  the  con- 
siderable problems  retroactive  termination 
dates  present  in  the  administration  of  Title  IV 
of  ERISA,  the  court  established  a  retroactive 
date.  An  appeal  has  been  filed. 

PBGC  v.  Harris  and  Sons  Steel  Company 

Harris  and  Sons  Steel  Company  established 
a  pension  plan  in  1964.  In  July  1972,  Harris 
closed  the  plant  where  all  participants  in  the 
plan  worked  and  opened  a  new  plant.  A  few 
participants  transferred  to  the  new  plant. 
Under  a  collective  bargaining  agreement, 
Harris  continued  to  make  contributions  to  the 
plan  for  the  transferred  participants  and  for 
new  employees  working  at  the  new  plant  until 
Harris  subsequently  decided  to  terminate  the 
plan.  In  this  plan  termination  action  the  court 
established  August  15,  1976,  as  the  date  of 
plan  termination,  but  concluded  that  only  a 
portion  of  the  plan  remained  in  existence 
after  the  1972  plant  closing.  The  court  de- 


cided that  a  partial  termination  occurred  in 
1972  and  that  the  95%  of  the  participants 
with  vested  benefits  whose  employment  ceased 
in  1972,  were  not  covered  by  ERISA's  plan 
termination  insurance.  PBGC  has  appealed 
contending  that  Title  IV  insures  vested 
benefits  without  regard  to  events  which  may 
be  partial  terminations  for  tax  purposes. 

LLC  Corp.  v.  PBGC 

LLC  Corporation,  a  plan  sponsor,  sued  for 
an  injunction  directing  PBGC  to  approve  a 
distribution  of  all  residual  assets  in  a  term- 
inated plan  to  LLC.  PBGC  requested  the 
court  to  join  the  plan  participants  as  neces- 
sary parties  with  a  claim  to  the  residual  assets. 
The  court  refused.  PBGC  further  argued  that 
because  the  plan  required  employee  contribu- 
tions, a  portion  of  the  residuum  should  be 
paid  to  the  participants  pursuant  to  29 
U.  S.  C.  §  1344(d).  The  court  agreed  with 
PBGC  and  awarded  a  portion  of  the  residual 
assets  to  participants.  The  PBGC  has  ap- 
pealed the  court's  refusal  to  join  the  partic- 
ipants and  LLC  has  appealed  the  award  to 
participants. 

Multiemployer  Litigation 

By  the  end  of  FY  82  PBGC  had  records  of 
125  challenges  to  the  constitutionality  of  the 
withdrawal  liability  provisions  of  Title  IV  of 
ERISA.  In  addition  to  the  25  in  which  PBGC 
is  a  defendant,  the  agency  is  monitoring  the 
remaining  cases  (and  participating  in  some  as 
a  friend  of  the  court).  The  following  signifi- 
cant court  decisions  occurred  during  the  year. 

Peick,  et  al.  v.  PBGC 

This  action  was  brought  by  plan  trustees, 
the  union,  and  employer  associations  to  en- 
join PBGC  from  enforcing  the  withdrawal 
liability  provisions  of  Title  IV  on  the  principal 
ground  that  the  law  violates  the  due  process 
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clause  of  the  Fifth  Amendment  of  the  Consti- 
tution. The  court  found  that  these  provisions 
are  constitutional  on  their  face  (including  that 
they  apply  to  certain  employer  withdrawals 
that  occurred  prior  to  the  date  of  enactment). 
The  plantiffs  have  appealed. 

The  Terson  Company,  Inc.  v.  PBGC,  et  al. 
This  action  was  brought  by  an  employer 
which  was  assessed  withdrawal  liability  by  a 
multiemployer  pension  plan.  The  employer 
sought  an  injunction  against  the  plan  and  the 
PBGC  from  the  collection  or  enforcement  of 
withdrawal  liability  on  the  ground  that  the 
withdrawal  liability  provisions  of  Title  IV  are 
unconstitutional  in  that  they  violate  due  pro- 
cess. The  court  denied  a  preliminary  injunc- 
tion and  also  denied  PBGC's  motion  to  dis- 
miss. In  so  doing,  however,  the  court  upheld 
PBGC's  position  that  the  employer  must  first 
employ  the  statutory  administrative  processes 
before  the  court  can  consider  the  con- 
stitutional questions. 

R.  A.  Gray  &  Co.  v.  PBGC,  et  al. 

This  action  was  brought  under  circum- 
stances similar  to  those  described  in  Terson, 
above.  The  court,  however,  was  able  to  reach 
the  constitutional  questions  because  the 
employer  waived  its  rights  to  pursue  its  ad- 
ministrative remedies  and  accepted  the  plan's 
withdrawal  liability  determinations.  The  prin- 
cipal question  presented  was  whether  the  law 
was  constitutional  as  applied  to  an  employer 
that  withdrew  after  the  effective  date  of  the 
law  but  before  the  law  was  enacted.  The  court 
found  that  the  law  was  constitutional  and 
granted  PBGC's  motion  for  summary  judg- 
ment. The  plaintiff  has  appealed. 


Fritz  A.  Nachant,  Inc.  v.  PBGC,  et  al. 

This  and  three  other  consolidated  actions 
challenge  the  constitutionality  of  the  with- 
drawal liability  provisions  of  Title  IV  in  much 
the  same  terms  as  the  previously  described 
cases.  The  PBGC  has  asserted  its  statutory 
right  not  to  be  sued  under  these  circum- 
stances. The  court  denied  PBGC's  motion  to 
dismiss  but  has  certified  the  question  for  pur- 
poses of  an  appeal  which  PBGC  is  pursuing. 

Freedom  of  Information  and  Privacy  Acts 

In  calendar  year  1982,  PBGC  received  over 
600  requests  for  information  under  the  Free- 
dom of  Information  Act  (FOIA)  and  Privacy 
Act.  This  represents  a  21  %  increase  in  activity 
over  calendar  year  1981.  This  increase  is  in 
part  attributable  to  the  increased  use  of 
PBGC's  regulation  providing  for  administra- 
tive review  of  agency  decisions,  and  also  in- 
creased use  of  FOIA  as  a  discovery  device  in 
both  pending  and  potential  litigation.  Passage 
of  the  MPPAA  of  1980  heightened  interest  in 
agency  decisions  interpreting  this  new  statute. 
This  increase  of  public  awareness  is  directly 
reflected  in  the  additional  volume  of  written 
requests  received  in  1982.  A  steady  increase  in 
FOIA  requests  is  expected  to  continue  in 
1983. 
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Introduction  to  Financial  Statements 


Management  of  the  Pension  Benefit  Guar- 
anty Corporation  (PBGC)  has  prepared  the 
accompanying  Statements  of  Financial  Con- 
dition of  the  Corporation  as  of  September  30, 
1982,  and  as  of  September  30,  1981 ,  and  the 
Statements  of  Operations  and  Changes  in 
Equity  and  Statements  of  Changes  in  Finan- 
cial Condition  for  the  year  ended  September 
30,  1982,  and  the  year  ended  September  30, 
1981. 

As  discussed  in  the  Annual  Report  for  Fis- 
cal Year  1981,  the  General  Accounting  Office 
(GAO)  issued  a  disclaimer  of  opinion  on  the 
statements  for  the  year  ended  September  30, 
1980,  due  to  material  accounting  and  esti- 
mating problems  (primarily  in  estimating  the 
liability  for  the  present  value  of  guaranteed 
future  benefits)  and  to  internal  control  prob- 
lems and  other  factors  beyond  the  Corpora- 
tion's control.  The  GAO  comments  did  not 
assert  that  the  amounts  arrived  at  for  the  lia- 
bility for  the  present  value  of  guaranteed 
future  benefits  were  incorrect  but  rather  that 
the  data  available  were  inadequate  to  provide 
a  reliable  estimate  for  this  item.  The  GAO 
does  not  plan  to  audit  the  financial  statements 
for  the  year  ended  September  30,  1982. 

In  connection  with  their  audit  of  the  Cor- 
poration's financial  statements  for  FY  1980, 
the  GAO  noted  that  progress  had  been  made 
in  eliminating  the  deficiencies  covered  in 
their  previous  report.  Further  improvements 
are  continuing. 

In  the  opinion  of  management,  subject  to 
the  effects,  if  any,  on  the  financial  state- 
ments of  the  validation  of  estimated  amounts 
in  connection  with  the  reserve  for  guaranteed 
benefits  and  the  ultimate  resolution  of  the 
matters  described  in  the  following  three  para- 
graphs, the  financial  statements  referred  to 
above  present  fairly  the  financial  position 
of  PBGC  as  of  September  30, 1982,  and  as  of 
September  30,  1981,  and  for  the  periods  then 
ended,  in  conformity  with  generally  accepted 
accounting  principles  applied  on  a  consistent 
basis. 

Single-Employer  Program 

As  discussed  in  Note  7  under  "Plans 
Pending  Termination",  the  reserve  includes 
estimates  of  guaranteed  benefits  of  specific 
larger  plans  which  terminated  subsequent  to 
the  Corporation's  fiscal  year  end  or  which 


are  expected  to  terminate  in  the  foreseeable 
future  and  certain  probable  net  losses  from 
small  plan  terminations  for  which  PBGC  did 
not  have  specific  knowledge  as  of  the  date 
the  financial  statements  were  prepared  and 
for  net  losses  which  were  projected  based  on 
events  reported  to  the  Corporation.  There 
continues  to  be  a  number  of  other  potential 
large  plan  terminations  in  situations  in  which 
plan  sponsors  are  experiencing  financial  dif- 
ficulties. PBGC's  liability,  should  any  of  these 
plans  terminate,  likely  would  be  less  than  the 
individual  plan's  unfunded  vested  benefit  lia- 
bility because  frequently  the  PBGC  guaran- 
teed benefits  are  less  than  such  unfunded 
vested  benefit  liability  and  PBGC  has  certain 
recovery  rights  from  plan  sponsors.  If  the 
estimated  total  unfunded  vested  benefit 
liability  for  all  such  plans  is  adjusted  for  both 
the  approximate  difference  between  each 
plan's  interest  rate  and  PBGC's  interest  rate 
and  the  approximate  historical  difference  be- 
tween vested  benefits  and  PBGC  guaranteed 
benefits,  the  estimated  total  PBGC  liability 
on  termination  of  such  plans  might  approxi- 
mate $2  billion.  In  addition,  plans  of  many 
other  sponsors  have  significant  unfunded 
guaranteed  benefits,  thereby  potentially  pro- 
viding some  of  these  sponsors  with  a  financial 
incentive  to  terminate.  No  provision  has  been 
made  in  the  financial  statements  for  such 
possible  PBGC  liabilities,  which  could  result 
from  terminations  of  such  plans,  since  the 
likelihood  of  these  liabilities  eventuating  is 
uncertain  and  cannot  be  estimated  with  suf- 
ficient reliability. 

Multiemployer  Program 

The  insurable  event  for  multiemployer 
plans  was  changed  from  plan  termination  to 
plan  insolvency  by  the  Multiemployer  Act; 
PBGC  does  not  make  payments  from  its  re- 
volving funds  until  a  plan's  assets  have  been 
completely  depleted.  At  that  point,  financial 
assistance  is  provided  by  PBGC  to  an  insol- 
vent plan  as  a  loan.  Such  assistance  matures 
into  a  claim  only  when  the  plan's  contributing 
employers,  and  in  some  cases  withdrawn  em- 
ployers, are  financially  unable  to  meet  the 
plan's  benefit  and  other  debt  liability,  which 
includes  PBGC  assistance.  PBGC  expects  and 
the  statutory  premium  structure  assumes,  that 
post-Multiemployer  Act  claims  will  be  slow 
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to  emerge;  very  few  plans  are  in  imminent 
danger  of  depleting  their  asset  reserves.  The 
reserve  for  guaranteed  benefits  on  PBGC's 
balance  sheet  does  not  include  any  estimates 
of  claims  that  will  be  realized  in  the  future. 
PBGC  will  record  liabilities  only  when  an 
analysis  indicates  that  a  plan  is  unable  to  meet 
the  minimum  obligations  under  the  law  with- 
out nonrecoverable  financial  assistance  from 
PBGC.  Generally,  this  will  be  only  after  a 
plan  has  requested  financial  assistance  from 
the  PBGC. 

Litigation 

As  discussed  in  Note  14,  "Litigation",  there 
is  currently  pending  litigation  which  could 
have  significant  financial  implications.  Some 
of  the  major  issues  involve  the  ability  of  the 
Corporation  to  assess  and  collect  employer 
liability  amounts  and  unpaid  employer  con- 
tributions in  certain  circumstances,  estab- 
lishing whether  terminations  have  occurred 
and  whether  certain  benefits  are  guaranteed 
by  PBGC.  Although  management  and  coun- 
sel believe  that  PBGC's  position  in  these 
matters  will  be  endorsed  by  the  courts, 
neither  is  in  a  position  to  predict  the  ultimate 
outcome  of  this  litigation. 

The  ultimate  resolution  of  legal  matters 
discussed  in  the  preceding  paragraph  and  the 
effect  of  future  plan  terminations  could  have 
a  material  impact  on  the  financial  condition 
and  results  of  operations  reported  in  the 
financial  statements. 

January  26,  1983 


Management's  Review  of  Changes 
in  the  Statements  of  Operations 

Operations  for  the  year  ended  Septem- 
ber 30,  1982,  resulted  in  a  loss  of  $131.7 
million  as  compared  to  a  loss  of  $86.9  million 
for  the  prior  year.  As  discussed  below,  the  in- 
crease in  losses  in  terminated  plans  and  plans 
pending  termination  was  the  main  reason  for 
the  loss  from  operations  in  FY  1982. 

Premium  income  increased  by  $5.7  million 
due  principally  to  an  increase  in  the  number 
of  plans  covered  and  the  collection  of  delin- 
quent premiums,  penalties  and  interest. 

Investment  and  other  income  increased  by 
$107.1  million.  This  increase  was  primarily 


the  result  of  three  major  factors.  The  first 
was  a  gain  in  government  securities  of  $31.9 
million  compared  to  a  loss  in  1981  of  $20.8 
million,  creating  an  improvement  of  $52.7 
million.  The  second  was  the  performance  in 
the  equity  market  this  year  which  provided 
a  gain  of  $5.7  million.  When  compared  with  a 
loss  of  $21.3  million  in  1981,  the  net  increase 
was  $27.0  million.  The  last  major  factor  was 
an  increase  in  interest,  dividend  and  other 
investment  income  of  $26.6  million  in  1982 
over  the  previous  year,  resulting  from  a  sig- 
nificant increase  in  income  producing  assets 
from  a  larger  number  of  terminating  insuffi- 
cient plans. 

Losses  on  terminated  plans  and  plans  pend- 
ing termination  increased  by  $60.1  million  in 
1982  to  $202.3  million.  Six  losses  totalling 
$171.4  million  were  the  major  contributing 
factors  for  this  year's  losses. 

The  actuarial  charge  of  $96.1  million  repre- 
sents a  charge  resulting  primarily  from  the 
increase  in  the  present  value  of  the  Corpora- 
tion's liabilities  due  to  the  passage  of  time. 
A  $7.0  million  credit  attributable  to  a  change 
in  the  close-out  interest  rates  used  to  value 
PBGC's  liabilities  (10.25%  in  1981  to  10.50% 
in  1982)  was  largely  offset  by  a  $4.0  million 
charge  resulting  from  a  revision  of  prior  year's 
aging  estimates.  If  the  program  were  fully 
funded  and  the  actuarially  assumed  interest 
rate  were  earned,  the  actuarial  adjustment 
should  equal  investment  and  other  income. 
Even  though  the  program  is  not  fully  funded, 
this  charge  is  less  than  investment  income 
because  of  PBGC's  outstanding  investment 
performance  for  1982. 

Administrative  expenses  were  19%  higher 
in  1982  than  in  1981,  due  to  a  significant 
number  of  large  plan  terminations  which 
occurred  during  the  current  year  and  other 
inflationary  increases.  Approximately  35% 
of  the  increase  was  attributable  to  additional 
expenses  of  outside  custodians  administering 
plans  that  had  not  yet  been  absorbed  into 
direct  PBGC  processing.  This,  in  turn,  was 
caused  by  the  receipt  of  a  significant  number 
of  large  plan  terminations  during  the  year. 
The  remaining  increases  can  be  attributed  to 
the  increased  activity  within  the  Corporation, 
including  costs  of  processing  improvements 
and  normal  inflationary  increases. 
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Pension  Benefit  Guaranty  Corporation 
Statements  of  Financial  Condition 

(Dollars  in  thousands) 


Single-Employer  Fund 

September  30, 
1982  1981 


(Restated — 
see  Note  8) 


Multiemployer  Fund 

September  30, 
1982  1981 


Total 


September  30, 
1982  1981 


(Restated — 
see  Note  8) 


Assets 

Investments  of  the  revolving  funds  and  trusteed 
plans,  at  market  —  Notes  3  and  11: 
U.S.  Government  securities 
Common  stock  and  other  equity  securities 
Commercial  paper,  certificates  of  deposit 

and  other  short  term  investments 
Corporate  bonds 
Insurance  contracts 
Other  fixed  maturities 

Total  Investments 

Cash 

Premium  income  receivable  —  Note  5 

Accrued  investment  income 

Note  receivable  —  financial  assistance 

program  —  net 
Other  receivables  —  Note  3 
Amounts  due  for  employer  liability  —  Note  4: 
By  agreement 

Estimated  future  settlements: 
Trusteed  plans 

Terminated  plans  pending  trusteeship 
Plans  pending  termination  —  Note  7 
Investments  not  in  trusteeship,  at  market: 
Terminated  plans  pending  trusteeship  — 

net  —  Note  3 
Plans  pending  termination  —  Note  7 
Furniture  and  equipment  —  net  —  Note  6 


$249,960 
181,234 

$170,703 
115,472 

$28,471 
4,619 

$11,342 
8,176 

$278,431 
185,853 

$182,045 
123,648 

21,170 

20,675 

55,695 

3,892 

33,146 
873 

25,301 
801 

476 

2 

11 

2,217 
7 

15 

21,646 

20,677 

55,695 

3,903 

35,363 
880 

25,301 
816 

532,626 

346,296 

33,579 

21,757 

566,205 

368,053 

400 

4,732 

12,841 

1,607 
3,450 
7,185 

20 

2,073 

565 

271 

2,312 

492 

420 

6,805 

13,406 

1,878 
5,762 
7,677 

27,332 

13,015 

321 
86 

311 
399 

321 
27,418 

311 
13,414 

3,961 

5,770 

667 

875 

4,628 

6,645 

29,744 
32,067 

23,438 
5,477 
1,000 

2,028 
314 

680 

314 

31,772 
32,381 

24,118 
5,791 
1,000 

128,544 

62,000 

591 

60,430 

47,000 

736 

645 

51 

554 
70 

129,189 

62,000 

642 

60,984 

47,000 

806 

$834,838 


$515,404 


$40,349 


$28,035 


$875,187 


$543,439 


See  notes  to  financial  statements. 
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Pension  Benefit  Guaranty  Corporation 
Statements  of  Financial  Condition 

(Dollars  in  thousands) 


Liabilities 

Reserve  for  present  value  of  guaranteed  future 
benefits: 
Trusteed  plans  —  Note  7 
Terminated  plans  pending  trusteeship  — 

Note  7 
Plans  pending  termination  —  Note  7 


Unearned  premium  income  —  Note  5 

Accounts  payable 

Accrued  expenses  and  other  liabilities  —  Note  9 


Equity 

Accumulated  results  of  operations  —  (deficit) 
Commitments  and  Contingencies  — 

Notes  9,  14  and  15 


See  notes  to  financial  statements. 


Single-Employer  Fund 

Septembef  30, 
1982  1981 


$  834,838 


(Restated — 
see  Note  8) 


Multiemployer  Fund 

September  30, 
1982  1981 


Total 


September  30, 
1982  1981 


$  515,404 


$40,349 


$28,035 


(Restated — 
see  Note  8) 


$  679,000 

$431,000 

$26,200 

$27,000 

$  705,200 

$  458,000 

356,000 
103,000 

128,000 
126,000 

685,000 

600 

— 

356,600 
103,000 

1,164,800 

128,000 
126,000 

1,138,000 

26,800 

27,000 

712,000 

15,064 

13,313 

1,287 

14,721 
3,262 
1,214 

2,043 
318 
116 

1,966 
162 

158 

17,107 

13,631 

1,403 

16,687 
3,424 
1,372 

1,167,664 

704,197 

29,277 

29,286 

1,196,941 

733,483 

(332,826) 

(188,793) 

11,072 

(1,251) 

(321,754) 

(190,044) 

$  875,187  $  543,439 
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Pension  Benefit  Guaranty  Corporation 
Statements  of  Operations  and  Changes  in  Equity 

(Dollars  in  thousands) 


Revenues 

Premium  income  —  Note  5 

Interest,  dividends  and  other  investment  income 

Interest  on  employer  liability 

Realized  and  unrealized  gains  and  (losses) 

including  gains  and  (losses)  on  insurance 

contracts 

Total 

Expenses 

Losses  (gains)  on  plans  terminated  and  pending 

termination  —  Note  10 
Administrative  expenses 
Actuarial  charges  (credits) 

Total 

Results  of  operations  —  income  (loss) 
Accumulated  results  of  operations  —  beginning 
of  the  period  —  (loss) 

Accumulated  results  of  operations  —  end  of 
period  —  (loss) 

See  notes  to  financial  statements. 


Single-Employer  Fund 


Multiemployer  Fund 


Total 


Year  Ended 

September  30, 
1982                    1981 

Year  Ended 

September  30, 
1982                 1981 

$12,758           $11,709 

2,620               1,695 

65                  231 

Year  Ended 

September  30, 
1982                    1981 

$    79,639 

55,316 

6,196 

$    74,952 

29,673 

4,715 

$    92,397 

57,936 

6,261 

$    86,661 

31,368 

4,946 

34,640 

(39,770) 

2,803 

(2,010) 

37,443 

(41,780) 

175,791 

69,570 

18,246 

11,625 

194,037 

81,195 

202,912 
24,191 
92,721 

140,586 

20,632 

2,539 

(638) 
3,201 
3,360 

1,634 

2,277 
430 

202,274 
27,392 
96,081 

142,220 

22,909 

2,969 

319,824 

163,757 

5,923 

4,341 

325,747 

168,098 

(144,033) 

(94,187) 

12,323 

7,284 

(131,710) 

(86,903) 

(188,793) 

(94,606) 

(1,251) 

(8,535) 

(190,044) 

(103,141) 

$(332,826) 

$(188,793) 

$11,072 

$(1,251) 

$(321,754) 

$(190,044) 
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Pension  Benefit  Guaranty  Corporation 
Statements  of  Changes  in  Financial  Condition 


(Dollars  in  thousands) 


Source  of  Funds  from  Operations 

Results  of  operations  —  income  (loss) 
Charges  to  operations  not  affecting  cash  and 
investments: 
Depreciation 

Present  value  of  liabilities  assumed 
Actuarial  charges  (credits) 
Increase  (decrease)  in  reserve  for  pending 

terminations 
Increase  in  unearned  premiums 

Total  provided  by  operations 

Uses  of  Funds 

Additions  to  furniture  and  equipment 
Increase  (decrease)  in  other  assets 
(Increase)  decrease  in  other  liabilities 
Increase  (decrease)  in  assets  of  terminated  plans 

pending  trusteeship  and  plans  pending 

termination 
Increase  (decrease)  in  amounts  due  from  employers 
Benefit  payments 

Total  uses 

Increase  in  cash  and  investments 

See  notes  to  financial  statements. 


Single-Employer  Fund 

Year  Ended 

September  30, 
1982  1981 


(Restated— 
see  Note  8) 


Multiemployer  Fund 

Year  Ended 

September  30, 
1982  1981 


Total 


$(144,033)  $(94,187)         $12,323 


$  7,284 


Year  Ended 

September  30, 
1982  1981 


(Restated— 
see  Note  8) 


$(131,710)        $(86,903) 


227 

477,437 

92,721 

99 

151,257 
2,539 

29 

894 

3,360 

11 

2,199 

430 

256 

478,331 

96,081 

110 

153,456 

2,969 

(23,000) 
343 

45,000 
360 

77 

1,259 

(23,000) 
420 

45,000 
1,619 

403,695 

105,068 

16,683 

11,183 

420,378 

116,251      : 

i 

82 
21,255 
(10,124) 

76 

742 

(696) 

10 
(469) 
(114) 

9 

2,459 
(94) 

92 

20,786 

(10,238) 

i 

85 
3,201 
(790) 

83,114 
30,087 
94,158 

3,403 

(13,478) 

56,796 

91 
1,140 
4,454 

416 

(339) 

4,329 

83,205 
31,227 
98,612 

3,819 

(13,817) 

61,125 

218,572 

46,843 

5,112 

6,780 

223,684 

53,623 

$  185,123 

$  58,225 

$11,571 

$  4,403 

$  196,694 

$  62,628 
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Notes  to  Financial  Statements 
September  30,  1982  and  1981 


Organization  and  Purpose 

PBGC  is  a  federal  government  corporation 
which  guarantees  basic  pension  benefits.  This 
coverage  is  provided  within  statutory  limits 
to  participants  in  all  covered  private  defined 
benefit  pension  plans. 

PBGC  is  a  self-financed  corporation  which 
is  subject  to  the  provisions  of  the  Government 
Corporation  Control  Act.  PBGC's  income  is 
derived  primarily  from  premiums  paid  by 
covered  pension  plans.  PBGC  was  created 
by  Title  IV  of  the  Employee  Retirement  In- 
come Security  Act  of  1974  (ERISA)  and  its 
activities  are  defined  in  ERISA,  as  amended. 
PBGC  commenced  operations  on  September 
2,  1974. 

When  a  single-employer  plan  covered  by 
PBGC  terminates  without  enough  assets  to 
cover  its  liabilities,  PBGC  is  liable  for  the 
payment  of  all  guaranteed  benefits  in  the  plan. 
The  net  liability  or  loss  assumed  by  PBGC  is 
equal  to  the  present  value  of  the  guaranteed 
future  benefits  less  (1)  the  amounts  that  are 
provided  by  the  plan's  assets  and  (2)  the 
amounts  that  are  recoverable  by  PBGC  from 
the  employer(s)  that  maintained  the  plan. 

PBGC  may  also  be  contingently  liable  in 
the  event  an  insurance  carrier  should  fail 
to  pay  benefits  for  annuities  purchased  by  a 
plan  pursuant  to  receiving  a  Notice  of 
Sufficiency.  Since  these  annuities  must  be 
purchased  from  carriers  licensed  by  a  state 
or  the  District  of  Columbia,  PBGC  regards 
the  potential  of  such  a  loss  materializing  as 
being  remote.  No  provision  is  made  in  the 
statements  for  this  contingency. 

PBGC  insurance  coverage  applies  to  all 
single  and  multiemployer  defined  benefit  plans 
that  meet  the  criteria  specified  in  Section  4021 
of  ERISA.  Public  Law  96-364,  the  Multi- 
employer Pension  Plan  Amendments  Act  of 
1980  (Multiemployer  Act)  was  signed  into 
law  on  September  26,  1980.  It  significantly 
changed  the  nature  of  the  multiemployer  in- 
surance program.  (See  Note  13.) 


Note  1  —  Basic  Accounting  Policies  — 
Single-Employer  and  Multiemployer  Funds 

The  Single-Employer  Fund  includes  the 
assets  and  liabilities  of  all  such  defined  bene- 
fit pension  plans  for  which  PBGC  is  trustee, 
for  those  plans  which  have  terminated  and 
are  expected  to  result  in  PBGC  trusteeship, 
and  for  those  plans  which  PBGC  has  deter- 
mined are  pending  termination.  PBGC's  loss 
is  determined  as  of  the  date  of  termination 
or  in  the  case  of  plans  pending  termination, 
the  date  of  the  financial  statements.  The  loss 
is  equal  to  the  plan  asset  insufficiency  (present 
value  of  guaranteed  future  benefits  less  plan 
assets  acquired)  less  the  estimated  present 
value  of  amounts  expected  to  be  recovered 
from  the  employer(s).  The  latter  amount  is 
collectible  from  the  employer(s)  that  main- 
tained the  plan,  in  accordance  with  the  em- 
ployer liability  provisions  of  ERISA. 

The  Multiemployer  Fund,  like  the  Single- 
Employer  Fund,  includes  the  assets  and  lia- 
bilities of  all  such  defined  benefit  pension 
plans  for  which  PBGC  is  trustee.  For  those 
multiemployer  plans  which  terminated  prior 
to  August  1, 1980,  PBGC's  liability  was  recog- 
nized as  of  the  date  that  PBGC  agreed  to  grant 
discretionary  benefit  guarantees.  For  those 
plans  which  terminated  between  August  1, 
1980  and  September  25,  1980,  the  liability 
was  recognized  as  of  the  termination  date. 
From  September  26,  1980,  PBGC  must  pro- 
vide funds  to  plans  satisfying  the  statutory 
tests  for  needing  financial  assistance.  Losses 
arising  from  requests  for  financial  assistance 
will  be  recognized  in  any  case  that  PBGC 
both  agrees  to  grant  assistance  and  deter- 
mines that  the  financial  assistance  is  unlikely 
to  be  repaid.  For  a  discussion  of  multi- 
employer plans  exposure  refer  to  the  section 
entitled  "Multiemployer  Program"  in  the 
Introduction  to  Financial  Statements. 

The  statements  include  estimated  financial 
data  relating  to  certain  plans  for  which  actual 
data  was  unavailable  to  PBGC.  In  some  cases, 
a  final  determination  has  not  been  made  as  to 
the  effective  date  of  a  plan's  termination.  In 
these  cases,  the  statements  reflect  the  date  of 
termination  which  PBGC  believes  is  most  ap- 
propriate under  the  circumstances.  Changes 
in  these  estimated  values  are  reflected  in  the 
financial  statements  for  the  period  in  which 
revised  or  final  data  becomes  available. 
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In  addition,  the  statements  include  a  pro- 
vision for  losses  on  pending  terminations. 
That  provision  is  based  on  reportable  events 
and  prior  experience  where  PBGC  believes 
a  net  liability  will  result  in  a  subsequent 
period.  (See  Note  7.) 

Note  2  —  Revolving  and  Trust  Funds 

PBGC  maintains  both  a  revolving  fund  and 
a  trust  fund  for  each  of  its  basic  benefit  pro- 
grams (single-employer  and  multiemployer). 
For  presentation  in  the  financial  statements, 
the  single-employer  revolving  and  trust  funds 
have  been  combined  as  have  the  multi- 
employer funds.  The  single-employer  and 
multiemployer  funds,  however,  are  separate 
entities;  gains  from  one  cannot  be  used  to 
offset  losses  from  the  other  fund. 

Note  3  —  Asset  Valuation 

Assets  assumed  by  PBGC  from  terminated 
plans  and  plans  pending  termination  are 
valued  at  fair  market  value.  Insurance  con- 


tracts are  valued  in  accordance  with  the  rules 
PBGC  has  proposed  for  valuing  insurance 
contracts  upon  plan  termination.  These  rules 
measure  the  current  value  of  the  unallocated 
portion  of  insurance  contracts.  The  value  re- 
ported is  the  greater  of  (1)  the  value  that  can 
be  transferred  to  PBGC  (its  cash-out  amount 
based  on  the  present  value)  or  (2)  the  value 
to  PBGC  of  the  benefits  that  could  be  pur- 
chased through  conversion  of  the  contract  to 
fully  allocated  annuities  under  the  relevant 
insurance  contract.  Any  gain  or  loss  in  the 
value  of  all  assets,  whether  realized  or  un- 
realized, is  included  in  investment  income  in 
the  accompanying  Statements  of  Operations. 
(See  Note  11.) 

Investments  of  terminated  plans  pending 
trusteeship  are  reported  as  a  single  amount 
net  of  minor  accrued  liabilities  in  the  State- 
ments of  Financial  Condition.  The  following 
table  details  the  accounts  which  comprise  the 
net  amount  reported  for  the  total  of  single 
and  multiemployer  funds. 


rusteeship 

, 

Investments  of  Terminated  Plans  Pending  1 

i 

(Dollars  in  thousands) 

September  30, 

i 

1982 

1981 

i 

Market 

Market 

Basis 

Value 

Basis 

Value 

Assets 

Investments: 

U.S.  Government  securities 

$     8,424 

$     8,226 

$  4,761 

$  4,582 

Common  stock  and  other  equity 

securities 

13,303 

13,416 

9,863 

9,475 

Commercial  paper,  certificates  of  deposit 

and  other  short  term  investments 

28,170 

28,170 

8,240 

8,240 

Corporate  bonds 

22,117 

22,017 

7,739 

7,608 

Insurance  contracts 

44,002 

45,366 

23,959 

26,427 

Other  fixed  maturities 

6,205 

6,891 

1,009 

840 

Total  Investments 

$122,221 

124,086 

$55,571 

57,172 

Cash 

677 

193 

Accrued  investment  income 

1,783 

803 

Other  receivables 

2,736 

2,941 

Total  Assets 

129,282 

61,109 

Liabilities 

93 

125 

Investments  of  terminated  plans  pending 

trusteeship  —  net 

$129,189 

$60,984 
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September  30, 
1982           1981 

$18,392 

3,444 

5,320 

262 

$  7,543 

5,711 

97 

63 

$27,418 

$13,414 

The  Statements  of  Financial  Condition  also 
include  an  amount  for  unpaid  employer  con- 
tributions which  are  due  the  plan  as  of  the 
date  of  termination.  This  amount  is  based 
upon  PBGC's  estimates  of  the  amounts  due 
the  plan.  For  plans  in  which  PBGC  is  trustee, 
amounts  unpaid  as  of  the  fiscal  year-end  are 
included  in  the  amount  reported  for  Other 
Receivables  as  shown  in  the  following  table: 


(Dollars  in  thousands) 

Contributions  due  from 

employers 
Due  from  disposal  of  assets 
Insurance  installment  cash-outs 
Other 

Totals 


Note  4  —  Employer  Liability 

An  employer  is  liable  to  PBGC  whenever  a 
plan  under  its  sponsorship  terminates  with- 
out sufficient  assets  to  pay  plan  benefits 
guaranteed  by  PBGC.  The  amount  of  this 
liability  is  the  excess  of  the  value  of  the  guar- 
anteed future  benefits  over  the  value  of  the 
plan  assets;  however,  the  liability  cannot 
exceed  30  percent  of  the  employer's  statutory 
net  worth.  This  liability  is  measured  as  of  the 
date  of  termination  or  in  certain  cases  within 
120  days  of  the  date  of  termination.  Amounts 
estimated  to  be  recoverable  from  employers 
are  recognized  by  PBGC  as  an  asset  as  of  the 
date  of  termination. 

Subsequent  to  September  30,  1982, 
agreements  with  two  companies  were  reached 
which  provide  in  part  for  contingent 
payments  based  on  future  profits  of  those 
companies.  Amounts  for  contingent  payments 
are  not  included  in  the  financial  statements. 
Any  such  future  payments  will  have  the  effect 
of  reducing  the  reported  losses  for  the  period 
in  which  received  or  accrued.  One  agreement 
provides  a  payment  limit  of  approximately 
$30,000,000  through  the  year  2003.  This 
payment  limit  is  over  and  above  the  fixed 
payments  stipulated  in  the  agreement.  The 
second  agreement  provides  for  ten  annual 
payments  based  on  percentages  of  pre-tax 
profits  with  no  payment  limit. 


The  amounts  shown  as  due  for  employer 
liability,  after  considering  their  collectibility, 
represent  the  total  of  estimated  future  settle- 
ments with  employers  for  liability  pursuant 
to  ERISA  and  amounts  recoverable  by  formal 
agreement.  These  amounts  are  reported  sepa- 
rately in  the  financial  statements.  Estimated 
future  settlements  are  based  in  certain  in- 
stances on  estimated  values  of  (1)  plan  liabili- 
ties for  present  value  of  guaranteed  future 
benefits,  (2)  plan  assets  and/or  (3)  employer 
net  worth,  if  applicable.  A  PBGC  regulation 
(29  CFR  part  2622)  effective  April  1,  1981, 
provides  that  PBGC  charges  interest  on  un- 
paid employer  liability  beginning  April  1, 
1981,  at  the  rate  of  interest  charged  by  the 
IRS  on  delinquent  tax  payments.  The  inter- 
est applicable  to  this  regulation  is  accrued 
($1,794,578  as  of  September  30,  1981  and 
$7,834,382  as  of  September  30, 1982)  and  the 
income  is  included  in  investment  and  other  in- 
come in  the  financial  statements.  The  amounts 
shown  are  based  on  the  premise  that  the 
employer  liability  provisions  of  ERISA  as 
interpreted  by  PBGC  are  legally  enforceable. 
There  have,  however,  been  several  legal  chal- 
lenges to  these  provisions.  To  date,  several 
federal  courts  have  ruled  in  favor  of  PBGC 
on  this  issue.  (See  Note  14.) 

Note  5  —  Premium  Income 

All  premiums  are  recognized  as  revenues 
as  they  are  earned  during  the  year.  Plans  are 
required  to  pay  premiums  by  the  end  of  the 
seventh  full  month  after  the  beginning  of 
the  plan  year.  As  a  result,  a  receivable  for 
premium  income  earned  but  not  received  by 
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year  end  is  normally  associated  with  plan 
years  that  begin  between  March  2  and  Sep- 
tember 30.  Unearned  premium  income,  which 
reflects  amounts  that  have  been  received 
but  not  yet  earned,  is  normally  recorded  for 
plan  years  beginning  between  October  2  and 
March  1. 

ERISA  provides  that  PBGC  shall  not  cease 
to  guarantee  basic  benefits  because  of  the 
failure  of  a  plan  administrator  to  pay  any 
premium  when  due. 

PBGC,  as  provided  in  ERISA,  is  author- 
ized to  assess  a  late  payment  penalty.  In 
addition,  interest  is  chargeable  for  under- 
payment, non-payment,  or  late  payment  of 
premiums.  All  of  these  items,  less  refunds, 
are  included  in  premium  income.  Manage- 
ment does  not  believe  these  amounts  to  be 
significant  in  relation  to  the  total  premiums 
collected  by  PBGC. 

The  Multiemployer  Act  revised  the  multi- 
employer premium  schedule.  Under  ERISA, 
multiemployer  plans  previously  paid  annual 
premiums  at  a  rate  of  $.50  per  participant. 
The  Multiemployer  Act  established  a  gradu- 
ated increase  in  the  premium  rate  for  mul- 
tiemployer plans  from  $.50  to  $2.60  per 
participant  over  a  ten-year  period,  beginning 
when  the  Multiemployer  Act  was  passed  on 
September  26,  1980.  Multiemployer  premium 
income  shown  for  the  years  ended  Septem- 
ber 30, 1981  and  September  30, 1982  includes 
the  effect  of  the  premium  rate  increase  from 
$.50  to  $1.40  for  plan  years  subsequent  to 
September  26,  1980. 

Note  6  —  Depreciation 

Depreciation  of  furniture  and  equipment 
is  recognized  on  the  straight-line  basis  over 
the  estimated  useful  lives  of  the  assets,  which 
range  from  five  to  ten  years. 

Leasehold  improvements  (the  amounts  of 
which  are  not  significant)  have  been  charged 
to  operations  as  incurred. 


Note  7  —  Present  Value  of  Guaranteed 
Future  Benefits 

Trusteed  Plans  or  Terminated  Plans 
Pending  Trusteeship 

The  reserve  for  present  value  of  guaranteed 
future  benefits  represents  the  present  value 
of  future  payments  of  guaranteed  benefits  for 
plans  which  have  terminated  as  of  the  end  of 
the  fiscal  year,  and  for  which  PBGC  either 
has  assumed  trusteeship  or  is  expected  to 
become  trustee.  It  is  computed  using  the 
actuarial  methods  prescribed  in  PBGC's  Valu- 
ation of  Plan  Benefits  Regulation  (29  CFR 
2619).  The  reserve  for  present  value  of  guaran- 
teed future  benefits  as  of  the  end  of  PBGC's 
fiscal  year  is  based  upon  these  actuarial  as- 
sumptions. 

A  significant  portion  of  the  reserve  is  based 
upon  estimated  data,  since  in  many  cases  a 
final  actuarial  determination  has  not  yet 
been  made  by  PBGC.  Any  changes  in  these 
estimates  are  reflected  in  the  fiscal  year  in 
which  the  benefits  are  actuarially  determined 
or  reestimated  by  PBGC. 

The  reserve  is  adjusted  subsequent  to  the 
date  of  plan  termination  to  reflect  benefits 
paid,  the  passage  of  time,  the  write-off  of 
amounts  not  recoverable  by  PBGC,  changes 
in  actuarial  assumptions  and  other  factors. 
The  impact  of  these  adjustments  is  reported 
as  an  actuarial  charge  (credit)  in  the  State- 
ment of  Operations  and  Changes  in  Equity. 

The  most  significant  actuarial  assumption  is 
the  assumed  rate  of  interest.  The  rate  changed 
for  participants  in  pay  status  from  10.25% 
as  of  September  30,  1981  to  10.50%  as  of 
September  30,  1982.  Comparable  changes 
were  made  in  the  rates  used  to  value  deferred 
annuities.  The  rate  used  for  the  year  ended 
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September  30,  1982  is  based  upon  the  rate 
which  PBGC  prescribed  for  valuing  benefit 
liabilities  of  plans  terminating  in  the  month 
of  November  1982.  This  represents  PBGC's 
best  estimate  of  interest  rates  available  in 
annuity  markets  as  of  September  30,  1982. 
This  is  a  change  from  the  year  ended  Sep- 
tember 30,  1981  when  the  rate  charged  in  the 
month  of  September  1981  was  used.  If  last 
year's  method  had  been  used  this  year  the 


rate  would  have  been  11%.  This  would  have 
decreased  the  reserve  for  the  present  value  of 
guaranteed  future  benefits  for  the  Single- 
Employer  Fund  by  $39  million  and  for  the 
Multiemployer  Fund  by  $1  million. 

The  changes  in  the  reserve  for  present  value 
of  guaranteed  future  benefits  during  the  years 
ended  September  30,  1982  and  September  30, 
1981  are  summarized  in  the  accompanying 
table. 


Analysis  of  the  Reserve  for  Present  Value  of  Guaranteed  Future  Benefits 
for  the  Years  Ended  September  30,  1982  and  September  30,  1981 


(Dollars  in  millions) 

Single 

■Employer 

Multiemployer 

Total 

Fund 

Fund 

9/30/82 

9/30/81 

9/30/82     9/30/81 

9/30/82 

9/30/81 

(Restated — 

(Restated— 

see  Note  8) 

see  Note  8) 

Actuarial  charges  (credits): 

Increase  for  interest  due 

to  the  decrease  in  the 

discount  period 

$      95 

$  52 

$  4             $  3 

$ 

99 

$  55 

Change  in  interest  rate 

used  to  value  benefits 

(6) 

(51) 

(1)              (3) 

(7) 

(54) 

Change  in  prior  years 

aging  estimates 

4 

2 

0              — 

4 

2 

Total  actuarial  charges 
(credits)  per  Statement 
of  Operations  and 
Changes  in  Equity 

Increase  during  year 
attributable  to  net 
benefits  guaranteed 

Benefits  paid 

Net  increase  (decrease) 
Balance  at  beginning  of  year 

Subtotal 

Plans  pending  termination 

Balance  at  end  of  year 


93 


96 


477 
(94) 

476 
559 

151 
(57) 

97 
462 

1 
(4) 

27 

2 
(4) 

(2) 
29 

478 
(98) 

476 
586 

1,062 
103 

$1,165 

153 
(61) 

95 
491 

1,035 
103 

559 
126 

27 

27 

586 
126 

$1,138 

$685 

$27 

$27 

$712 
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Plans  Pending  Termination 

This  portion  of  the  reserve  includes  (1)  esti- 
mates of  the  present  value  of  future  guaran- 
teed benefits  of  specific  larger  plans  which 
terminated  subsequent  to  the  Corporation's 
fiscal  year  end  or  which  are  expected  to  termi- 
nate in  the  foreseeable  future  and  (2)  certain 
probable  net  losses  from  small  plan  termina- 
tions for  which  PBGC  did  not  have  specific 
knowledge  as  of  the  date  the  financial  state- 
ments were  prepared  and  for  net  losses  which 
were  projected  based  on  events  reported  to 
the  Corporation. 

The  total  reserve  for  present  value  of 
guaranteed  future  benefits  for  plans  pending 
termination  is  comprised  of  the  items  shown 
in  the  table  below. 

There  continue  to  be  a  number  of  other 
potential  large  plan  terminations  in  situa- 
tions in  which  plan  sponsors  are  experiencing 
financial  difficulties.  PBGC's  liability,  should 
any  of  these  plans  terminate,  likely  would  be 
less  than  the  individual  plan's  unfunded 
vested  benefit  liability  because  frequently  the 
PBGC  guaranteed  benefits  are  less  than  such 
unfunded  vested  benefit  liability  and  PBGC 
has  certain  recovery  rights  from  plan  spon- 
sors. If  the  estimated  total  unfunded  vested 
benefit  liability  for  all  such  plans  is  adjusted 
for  both  the  approximate  difference  between 
each  plan's  interest  rate  and  PBGC's  interest 
rate  and  the  approximate  historical  difference 
between  vested  benefits  and  PBGC  guaran- 


teed benefits,  the  estimated  total  PBGC  lia- 
bility on  termination  of  such  plans  might 
approximate  $2  billion.  In  addition,  plans  of 
many  other  sponsors  have  significant  un- 
funded guaranteed  benefits,  thereby  poten- 
tially providing  some  of  these  sponsors  with  a 
financial  incentive  to  terminate.  No  provision 
has  been  made  in  the  financial  statements  for 
such  possible  PBGC  liabilities,  which  could 
result  from  terminations  of  such  plans,  since 
the  likelihood  of  these  liabilities  eventuating 
is  uncertain  and  cannot  be  estimated  with 
sufficient  reliability. 

Note  8  —  Restatement  of  Statements  of 
Financial  Condition 

In  the  Statements  of  Financial  Condition 
for  the  year  ended  September  30,  1981,  the 
gross  liability  for  the  estimated  present  value 
of  guaranteed  future  benefits  of  Forecasted 
Future  Terminations  —  Small  Plans  was  re- 
flected in  the  reserve.  The  related  assets  and 
amounts  due  for  employer  liability  were  re- 
corded as  separate  line  items  in  the  asset 
portion  of  the  statements.  For  the  year  ended 
September  30,  1982,  the  Forecasted  Future 
Terminations  —  Small  Plans  is  presented  as 
a  net  amount  consisting  of  the  estimated 
present  value  of  guaranteed  future  benefits 
less  estimates  of  the  related  plan  assets  and 
employer  liability.  The  amounts  reported  for 
the  prior  year's  statements  have  been  restated 
accordingly. 


(Dollars  in  thousands) 


September  30, 


1982 


1981 


Plans  terminated  subsequent  to  year-end  —  large  plans 
Expected  future  terminations  —  large  plans 
Incurred  but  not  reported  —  small  plans 
Forecasted  future  terminations  —  small  plans 

Total 


$  23,557 

70,837 

2,762 

5,801 

$102,957 


(Restated — 
see  Note  8) 

$  9,058 
105,824 

2,972 
7,920 

$125,774 
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Note  9  —  Accrued  Expenses  and 
Other  Liabilities 

Employees  are  permitted  to  accumulate 
certain  unused  annual  leave  which  is  payable 
when  taken,  upon  severance  of  employment, 
or  retirement.  Approximately  $968,440  of 
the  amount  shown  as  accrued  expenses  repre- 
sents accrued  unused  annual  leave  as  of  Sep- 
tember 30,  1982  compared  to  $974,000  as  of 
September  30,  1981. 

No  accrual  of  accumulated  unused  sick 
leave  is  recorded  since  employees  do  not  have 
a  formal  vested  interest  in  such  leave  until 
they  reach  retirement  age.  In  such  cases,  the 
vested  interest  pertains  to  retirement  benefits 
payable  under  the  federal  retirement  system. 
No  amounts  are  paid  unless  sick  leave  is  used. 

There  was  no  significant  PBGC  liability 
outstanding  as  of  September  30,  1982  in  con- 
nection with  the  participation  of  PBGC's 
employees  in  the  federal  retirement  system. 
PBGC's  liability  is  7%  of  the  salary  of  cov- 
ered employees.  This  amount  is  paid  on  a 
current  basis. 

Note  10  —  Losses  on  Terminated  Plans 
and  Plans  Pending  Termination 

Amounts  reported  as  losses  represent  the 
difference  between  the  present  value  of  guar- 


anteed future  benefits  assumed  less  related 
plan  assets  and  employer  liability.  The  table 
below  details  the  components  which  com- 
prise the  loss. 

Note  11  —  Investment  Policy 

Premium  receipts  are  credited  to  the  ap- 
propriate revolving  funds.  To  the  extent  that 
such  funds  exceed  current  needs,  PBGC  is 
required  to  invest  these  funds  in  securities 
issued  or  guaranteed  by  the  United  States 
Government.  Trust  fund  assets  include  both 
assets  of  terminated  plans  and  employer  lia- 
bility payments.  Those  assets,  once  they  have 
been  transferred  to  the  custodian  bank,  are 
invested  primarily  in  equity  securities  selected 
by  the  managers. 

The  basis  and  type  of  investments,  which 
are  carried  in  the  Statements  of  Financial 
Condition  at  market  value,  are  shown  in  the 
table  on  the  following  page.  It  excludes 
assets  of  terminated  plans  which  were  not  in 
PBGC  trusteeship  as  of  the  respective  state- 
ment dates.  Those  assets  are  reported  separ- 
ately as  investments  not  in  trusteeship.  Once 
PBGC  becomes  trustee,  these  assets  are  re- 
classified. 


Losses  on  Terminated  Plans  and  Plans  Pending  Termination 

(Dollars  in  thousands) 

Present  value  of  guaranteed  benefits  assumed 
Less  —  plan  assets  acquired 

Plan  asset  insufficiency 

Less  —  estimated  recoveries  from  employers 

Sub  Total 
Changes  in  provision  for  pending  terminations 

Losses  (gains)  on  terminated  plans  and  plans  pending  termination 


Year  Ended  September  30, 


1982 


1981 


$478,330 
191,599 

$153,457 
42,964 

286,731 

47,457 

110,493 

2,273 

239,274 
(37,000) 

108,220 
34,000 

$202,274 

$142,220 
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Investments  —  Revolving  Funds  and  Trusteed  Plans 


(Dollars  in  thousands) 


1982 


September  30, 


1981 


Basis 


Market 
Value 


Basis 


Market 
Value 


U.S.  Government  securities 

$264,889 

$278,431 

$206,461 

$182,045 

Common  stock  and  other  equity  securities 

170,982 

185,853 

121,636 

123,648 

Commercial  paper  and  certificates  of  deposit 

21,646 

21,646 

35,363 

35,363 

Corporate  bonds 

20,797 

20,677 

1,001 

880 

Insurance  contracts 

54,020 

55,695 

22,938 

25,301 

Other  fixed  maturities 

3,090 

3,903 

875 

816 

Totals 

$535,424 

$566,205 

$388,274 

$368,053 

Note  12  —  Financing 

PBGC  programs  are  required  by  ERISA 
to  be  self-financing.  PBGC's  operations  are 
financed  through  premiums  collected  from 
ongoing  covered  plans,  investment  income, 
assets  acquired  from  terminated  plans,  and 
the  collection  of  employer  liability  payments 
due  under  ERISA  as  amended.  In  addition, 
PBGC  may  borrow  up  to  $100  million  from 
the  Treasury  to  finance  its  operations.  No 
debt  was  outstanding  in  connection  with  this 
borrowing  authority  as  of  the  years  ended 
September  30,  1981  and  September  30,  1982. 
No  use  of  this  borrowing  authority  is  contem- 
plated. ERISA  provided  under  Title  IV  that 
the  U.S.  Government  is  not  liable  for  any 
obligation  or  liability  incurred  by  PBGC. 

PBGC  has  conducted  studies  of  its  past 
and  expected  experience  in  order  to  determine 
whether  the  $2.60  per  participant  premium 
currently  charged  for  the  single  employer 
program  is  adequate  to  (1)  meet  future  net 
claims  and  (2)  amortize  the  deficit  applicable 
to  the  single  employer  basic  benefits  program. 
The  results  of  the  study  concluded  that  a 
significant  increase  in  premiums  is  appropri- 
ate. The  Corporation  requested  the  premium 
be  increased  to  $6.00  per  plan  participant 
effective  January  1,  1983.  Other  proposals 
have  been  made  to  restructure  the  single- 
employer  program.  Such  proposals  may  have 
a  major  impact  on  the  single-employer  pro- 
gram and  its  future  costs. 


Note  13  —  Provisions  Affecting 
Multiemployer  Coverage 

The  Multiemployer  Act  requires  that  PBGC 
will  provide  financial  assistance  and  guarantee 
benefits  for  insolvent  plans  after  Septem- 
ber 26, 1980,  the  date  when  the  Multiemployer 
Act  was  signed  into  law.  Guaranteed  benefits 
are  statutorily  limited  for  a  multiemployer 
plan  and  differ  from  the  guaranteed  bene- 
fits under  a  single-employer  plan.  Financially 
troubled  multiemployer  plans  are  allowed  to 
reduce  their  benefits.  Insolvent  plans  must 
reduce  certain  benefits  and  in  certain  cases 
suspend  benefits.  However,  no  plan  may  re- 
duce its  benefits  below  guaranteed  levels. 

PBGC  provides  financial  assistance  to  plans 
applying  for  it  in  accordance  with  the  terms 
of  the  statute.  If  the  plan  sponsors  of  an  in- 
solvent plan,  in  which  the  maximum  amount 
of  monthly  benefit  payments  the  plan  can 
afford  to  pay  (resource  benefit  level)  exceeds 
the  plan's  basic  benefits,  believe  that  the 
plan  will  not  be  able  to  pay  the  guaranteed 
basic  benefits  for  a  particular  month,  the 
plan  sponsors  may  apply  to  PBGC  for  finan- 
cial assistance. 
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If  an  insolvent  plan's  basic  benefits  for  a 
given  year  exceed  the  resource  benefit  level, 
the  plan  sponsors  must  apply  to  PBGC  for 
financial  assistance.  Through  September  30, 
1982  only  one  plan  has  received  financial 
assistance  from  PBGC.  The  outstanding  bal- 
ance of  secured  loans  made  to  the  plan 
was  $311,310  as  of  September  30,  1981  and 
$321,310  as  of  September  30,  1982. 

A  multiemployer  plan  can  terminate  only 
if  (1)  by  plan  amendment  it  either  freezes  the 
accrual  and  vesting  of  benefits,  or  converts 
to  a  defined  contribution  plan,  or  (2)  every 
employer  withdraws  from  the  plan  or  ceases 
to  have  an  obligation  to  contribute  to  the 
plan.  All  employers  who  have  completely  or 
partially  withdrawn  from  a  multiemployer 
plan  must  pay  their  share  of  the  plan's  liability 
for  unfunded  vested  benefits  by  continuing 
payments  to  the  plan.  The  amount  of  the 
withdrawal  liability  is  determined  using  one 
of  several  allocation  methods  described  in 
the  statute  or  in  regulations  promulgated 
by  PBGC  (29  CFR  part  2642). 

Plans  that  terminate  by  mass  withdrawal 
(complete  withdrawal  by  every  employer)  may 
be  trusteed  by  PBGC.  However,  PBGC  will 
not  become  liable  for  advances  (financial 
assistance)  until  the  assets  become  insufficient 
to  pay  basic  guaranteed  benefits.  Fluctua- 
tions in  asset  values  between  the  present  value 
of  guaranteed  and  full  accrued  benefits  will 
cause  a  change  in  the  amount  of  subsequent 
benefit  payments  to  participants.  No  termina- 
tions by  mass  withdrawals  requiring  PBGC 
trusteeship  have  occurred  prior  to  the  issu- 
ance of  these  financial  statements. 


adverse  ruling  on  constitutional  grounds  would 
restrict  PBGC's  ability  to  collect  employer 
liability,  and  could  result  in  an  increase  in 
PBGC's  deficiency  in  assets.  To  date,  several 
federal  courts  have  ruled  in  favor  of  PBGC 
on  this  issue.  The  Supreme  Court  has  refused 
to  review  a  U.S.  Court  of  Appeals  decision  in 
favor  of  PBGC.  However,  there  are  a  number 
of  other  cases  in  which  this  issue  is  still 
pending. 

Whether  members  of  a  controlled  group  of 
businesses  are  jointly  and  severally  liable  for 
the  underfunding  of  a  plan,  based  on  the 
consolidated  fair  market  value  of  the  entire 
group.  Final  adverse  rulings  on  this  issue 
would  restrict  PBGC's  ability  to  assess  em- 
ployer liability  against  those  members  of  a 
controlled  group  whose  immediate  employees 
did  not  participate  in  the  terminated  plan. 
A  U.S.  Court  of  Appeals  has  ruled  in  favor  of 
PBGC  in  one  case.  The  Supreme  Court  has 
refused  to  review  that  decision.  In  another 
case,  however,  a  U.S.  District  Court  has  ren- 
dered an  interlocutory  decision  concerning 
parent-subsidiary  relationships.  The  decision 
held  that  where  a  parent  had  purchased  a 
subsidiary  prior  to  the  date  of  enactment 
of  ERISA  and  that  subsidiary  is  the  plan 
sponsor  of  a  terminated  plan,  the  parent 
must  be  shown  to  have  benefited  from  its 
ownership  of  the  subsidiary  in  order  to  be 
assessed  employer  liability  without  violating 
due  process.  PBGC  disagrees.  A  U.S.  District 
Court  has  ruled  in  an  additional  case,  that  if 
there  is  no  possibility  of  control  of  a  plan 
sponsor  by  a  parent  that  technically  falls 
within  the  definition  of  a  parent-subsidiary 


Note  14  —  Litigation 

Litigation  having  significant  financial  im- 
plications is  currently  pending  and  involves 
the  following  issues: 

Whether  Title  IV's  employer  liability  pro- 
visions violate  the  U.S.  Constitution.  A  final 
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controlled  group,  the  parent  cannot  be  in- 
cluded as  part  of  the  employer  for  assessment 
of  employer  liability.  PBGC  has  appealed  this 
decision.  There  are  a  number  of  other  cases 
in  which  issues  concerning  employer  liability 
are  still  pending. 

Whether  multiemployer  premiums  should 
be  returned  because  Title  IV's  Multiemployer 
Program  violates  the  U.S.  Constitution.  Two 
complaints  have  been  filed  challenging  the 
constitutionality  of  the  Multiemployer  Pro- 
gram as  originally  created  by  ERISA.  Both 
complaints  were  later  amended  to  also  chal- 
lenge the  Multiemployer  Program  as  amended 
by  the  Multiemployer  Pension  Plan  Amend- 
ments Act  of  1980  (new  program).  A  final 
adverse  ruling  on  the  constitutionality  of 
either  program  could  require  the  return  of 


premiums  previously  paid  to  PBGC  and  lead 
to  similar  actions  by  other  plans.  A  final 
adverse  opinion  on  the  constitutionality  of 
the  new  program  could  also  prohibit  future 
premium  collections  with  respect  to  multiem- 
ployer plans.  Such  an  adverse  ruling  would 
greatly  limit  the  sources  of  funds  available  to 
meet  PBGC's  liability  for  benefit  obligations 
under  the  Multiemployer  Program. 

Whether  certain  pension  plans  terminated 
during  the  discretionary  coverage  period  for 
single-employer  plans  (July  1,  1974  through 
and  including  September  1, 1974).  Participants 
in  plans  terminated  during  this  period  are  en- 
titled to  guaranteed  benefits  but  sponsors  of 
these  plans  are  not  liable  for  employer  liabil- 
ity. Participants  in  certain  plans  are  claiming 
guaranteed  benefits  although  PBGC  has  de- 
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termined  that  the  terminations  occurred  prior 
to  the  discretionary  coverage  period.  Final 
adverse  rulings  in  these  cases  could  increase 
the  Corporation's  deficiency  in  assets. 

Whether  PBGC,  as  trustee  of  a  pension 
plan,  has  the  right  to  collect  unpaid  employer 
contributions,  in  addition  to  employer  liability 
under  section  4062  of  ERISA.  A  bankruptcy 
trustee  claims  that  PBGC's  exclusive  remedy 
is  employer  liability  and,  therefore,  PBGC 
is  prevented  by  ERISA  from  any  recovery 
where  there  is  no  net  worth.  In  one  case,  a 
U.S.  Bankruptcy  Court  has  ruled  in  PBGC's 
favor  and  an  appeal  is  pending  in  U.S.  Dis- 
trict Court.  A  final  adverse  ruling  could  limit 
PBGC's  ability  to  recover  unpaid  contribu- 
tions and  could  result  in  an  increase  in  the 
Corporation's  deficiency  in  assets. 

Whether  certain  pension  funds  to  which 
more  than  one  employer  contributes,  are 
single  plans  or  aggregates  of  single  plans.  In 
certain  circumstances,  PBGC  has  taken  the 
position  that  a  fund  is  a  single  plan  and  that 
the  withdrawal  of  a  contributing  employer 
does  not  cause  a  termination.  In  other  cir- 
cumstances, the  PBGC  asserts  that  a  cessa- 
tion of  an  employer's  participation  in  a  fund 
constitutes  a  termination  of  that  employer's 
plan  (which  is  one  of  a  group  of  plans  consti- 
tuting the  fund).  If  the  courts  conclude  that 
terminations  have  occurred  in  circumstances 
where  PBGC  contends  they  have  not,  it 
would  increase  the  Corporation's  deficiency 
in  assets,  since  some  employers  will  not  be 
fully  liable  for  the  resulting  plan  asset  insuf- 
ficiency. 


Whether  certain  individuals  or  groups  of 
individuals  were  wrongly  denied  benefits  by 
PBGC.  Actions  are  now  pending  in  several 
District  Courts.  Final  adverse  rulings  in  these 
cases  could  result  in  an  increase  in  the  Corpo- 
ration's deficiency  in  assets. 

Whether  the  withdrawal  liability  provisions 
of  the  Multiemployer  Pension  Plan  Amend- 
ments Act  of  1980  violate  the  U.S.  Con- 
stitution. More  than  125  actions  have  been 
initiated  in  U.S.  District  Courts.  Several  Dis- 
trict Courts  have  upheld  the  constitutionality 
of  the  withdrawal  liability  provisions  in  their 
entirety.  Two  District  Courts  have  found  the 
provisions  unconstitutional  when  retroactively 
applied.  Appeals  are  pending  in  the  U.S. 
Courts  of  Appeal  in  the  7th  and  9th  Circuits. 
If  withdrawal  liability  is  declared  uncon- 
stitutional, multiemployer  plans  would  be 
prevented  from  recovering  funds  from  with- 
drawing employers.  This  would  increase  the 
likelihood  of  insolvency  in  multiemployer 
plans  resulting  in  increased  requests  for  finan- 
cial assistance  to  certain  insolvent  plans.  If 
the  plans  are  unable  to  repay,  there  is  a  loss 
to  the  insurance  system. 

Note  15  —  Commitments 

PBGC  leases  its  office  facility  under  an 
agreement  which  expires  on  September  1, 
1985.  Annual  payments  during  the  period 
October  1,  1982  to  September  1,  1985,  are 
expected  to  be  approximately  $1,400,000. 


36 


1982  Actuarial  Report 


Introduction 

Section  4008  of  ERISA  requires  that 
PBGC's  Annual  Report  include  an  actuarial 
evaluation  of  expected  operations  and  a 
projection  of  the  status  of  funds  for  the  next 
five  years  -  in  this  case  from  October  1,  1982 
through  September  30,  1987  (Fiscal  Years 
1983  through  1987).  This  evaluation  is  based 
on  the  reported  financial  condition  of  the 
Corporation  as  of  September  30,  1982,  as 
stated  in  the  combined  financial  statements 
presented  on  pages  20  to  25  of  this  Annual 
Report. 

In  addition  to  the  guarantee  of  benefits 
under  the  single-employer  program,  to  date, 
the  Corporation  has  provided  benefit  guaran- 
tees for  a  total  of  ten  terminated  multiem- 
ployer plans.  Nine  of  these  multiemployer 
plans  were  provided  discretionary  coverage 
under  the  original  provisions  of  ERISA.  The 
remaining  plan  was  covered  under  the  man- 
datory coverage  program  which  was  in  effect 
from  August  1,  1980  to  September  25,  1980. 

As  of  September  30,  1982,  one  multiem- 
ployer plan  had  received  financial  assistance 
from  the  Corporation  under  the  Multi- 
employer Pension  Plan  Amendments  Act  of 
1980  (MPPAA),  which  was  signed  into  law 
on  September  26,  1980. 

This  Report  contains  a  review  of  the  single- 
employer  program  experience  to  date  and  a 
five-year  forecast  for  the  single-employer  pro- 
gram. The  Corporation's  multiemployer 
program  experience,  based  on  provisions 
prior  to  enactment  of  the  MPPAA,  is  also 
included. 


The  MPPAA  changed  the  nature  of  benefit 
guarantees  and  future  cash  flows  of  the  multi- 
employer program.  The  Corporation's  expe- 
rience under  this  new  program  will  be 
analyzed  in  detail  in  the  PBGC's  study  of  the 
multiemployer  program  premium  require- 
ments and  benefit  guarantee  levels,  as 
required  by  section  4022  A(f)  of  the  MPPAA. 

Findings 

Liabilities  as  of  September  30,  1982 

The  Reserve  for  Guaranteed  Benefits  is  the 
major  component  of  PBGC's  liabilities.1  The 
reserve  represents  the  present  value  of  guar- 
anteed benefits  payable  to  participants  of  ter- 
minated plans,  based  on  the  financial  market 
conditions  on  September  30,  1982.  The  ma- 
jor assumptions  are  a  10.50%  interest  rate 
for  valuing  immediate  annuities,  other  quan- 
tities for  valuing  deferred  annuities,  and  the 
PBGC  mortality  tables.2  The  mortality 
tables  used  by  the  PBGC  for  healthy  lives  are 
the  UP- 1984  tables  set  forward  one  year  for 
males  and  set  back  four  years  for  females. 

The  best  estimate  of  the  Reserve  would  be 
an  individual  participant  valuation  using  the 
factors  and  methods  prescribed  in  the  PBGC 
regulation  on  Valuation  of  Plan  Benefits  (29 
CFR  2619).  Complete  data  concerning  the 
characteristics  of  each  of  the  participants  for 
whom  the  PBGC  has  a  liability  is  currently 
unavailable.  The  lack  of  complete  data 
necessitates  the  use  of  estimation  techniques 
based  upon  the  liabilities  of  the  plan  as  of 
the  date  of  plan  termination. 


The  term  "Reserve  for  Guaranteed  Benefits"  as  used  in 
this  report  includes  all  benefits  being  guaranteed  by 
PBGC.  This  is  the  same  as  the  sum  of  the  reserve  for 
present  value  of  guaranteed  future  benefits  for  trusteed 
plans  and  for  plans  pending  trusteeship,  as  contained  in 
this  year's  Financial  Statements. 

2  For  the  prior  fiscal  year,  liabilities  were  valued  using 
the  actuarial  assumptions  in  effect  as  of  September  30, 
1981.  The  actuarial  assumptions  however,  are  devel- 
oped on  a  prospective  basis  in  order  to  enable  plan  ad- 
ministrators to  value  plan  benefits  prior  to  termination 
and  to  facilitate  the  processing  of  plan  termination 
cases.  Insurance  companies,  when  selling  annuities, 
also  provide  rates  on  a  prospective  basis.  Therefore, 


the  interest  rate  prescribed  by  the  PBGC  for  plans  ter- 
minating each  month  is  set  on  a  prospective  basis. 

For  this  fiscal  year,  the  rate  used  to  value  liabilities  is 
based  upon  the  interest  rates  available  in  financial 
markets  as  of  September  30,  1982.  The  rate  used  for 
financial  statement  purposes  to  value  liabilities  of  par- 
ticipants in  pay  status  changed  from  10.25%  as  of 
September  30,  1981  to  10.50%  as  of  September  30, 
1982.  Comparable  changes  were  made  in  rates  used  to 
value  deferred  annuities.  If  last  year's  method  had 
been  used  for  this  fiscal  year,  the  interest  rate  for  im- 
mediate annuities  would  have  been  1 1 .0% .  (See  Note  7 
of  the  footnotes  to  the  Corporation's  Financial  State- 
ments.) 
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A  computer  model  is  used  to  simulate  the 
"aging  of  participants".  The  model  meas- 
ures how  the  payment  of  benefits,  deaths, 
and  the  reduced  discount  resulting  from  the 
passage  of  time  affect  the  present  value  of 
the  liability  to  pay  future  benefits. 

The  model  utilizes  the  actuarial  assump- 
tions in  effect  on  the  date  of  plan  termina- 
tion and  the  rates  used  to  value  liabilities  as 
of  the  fiscal  year-end.  The  two  sets  of 
assumptions  are  applied  to  a  distribution  of 
the  value  of  the  benefits  according  to  the  age 
of  the  participants  in  plans  to  whom  the 
PBGC  pays  or  has  made  arrangements  to 
pay  benefits  directly. 

The  estimate  of  the  Reserve  for  Guar- 
anteed Benefits  as  of  September  30,  1982  is 
$1,035  million  (the  sum  of  $679  million  for 


trusteed  plans  and  $356  million  for  plans 
pending  trusteeship)  for  the  single-employer 
program  and  $26.8  million  (the  sum  of  $26.2 
million  for  trusteed  plans  and  $0.6  million  for 
plans  pending  trusteeship)  for  the  multiem- 
ployer program.  The  single-employer  reserve 
was  based  upon  a  value  of  $  1 , 1 58  million  for 
the  cumulative  sum  of  the  estimated  value  of 
guaranteed  benefits  (all  valued  as  of  the  re- 
spective dates  of  termination  for  each  plan). 
The  multiemployer  reserve  was  based  upon  a 
$40.4  million  value  for  guaranteed  benefits 
as  of  the  respective  dates  of  termination. 

The  causes  for  the  changes  in  the  reserve 
between  the  respective  dates  of  plan  termina- 
tion and  September  30,  1982  are  summarized 
in  Table  I. 


Table  I 

Analysis  of  Reserve  for  Guaranteed  Benefits 


(dollars  in  millions) 

Single- 

Multi- 

Employer 
$1157.9 

employer 

Total 

Reserve  balance  at  plan 

$40.4 

$1198.3 

termination  valued  using 

the  rates  in  effect  at  each 

plan's  date  of  termination 

Cumulative  impact  of  changes 
in  the  interest  rates  between 
date  of  termination  and 
September  30,  1982 


(124.2) 


(7.5) 


(131.7) 


Reserve  balance  at  plan 
termination  valued  using 
interest  rates  in  effect 
as  of  September  30,  1982 


1033.7 


32.9 


1066.6 


Increase  in  present  value 

273.7 

22.1 

295.8 

due  to  aging  of  the  reserve 

(passage  of  time) 

Benefits  paid  since 

(272.4) 

(28.2) 

(300.6) 

termination 

Reserve  balance  as  of 

$1035.0 

$26.8 

$1061.8 

September  30,  1982 
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Change  in  the  Value  of  the  Reserve 

The  value  of  the  Reserve  for  Guaranteed 
Benefits  as  of  the  end  of  each  fiscal  year  is 
shown  in  Table  II. 

Change  in  Reserve  Since  September  30,  1981 

As  of  September  30,  1981,  the  reserve  was 
estimated  to  be  $559.0  million  for  the  single- 
employer  program.  As  of  September  30,  1982, 
the  amount  for  the  single-employer  program  in- 
creased to  $1,035  million.  The  reserve  amount 
for  the  multiemployer  program  decreased 
slightly,  from  $27.0  million  in  FY  81  to  $26.8 
million  as  of  September  30,  1982.  These  dif- 


ferences  reflect    four    major   components   of 
change: 

/.     Change  in  Interest  Rate 

The  valuation  as  of  September  30,  1981,  was 
performed  utilizing  a  10.25%  interest  rate  for 
immediate  benefits  (with  related  rates  for  de- 
ferred annuities).4  The  valuation  as  of  Septem- 
ber 30,  1982,  utilized  a  10.50%  interest  rate 
(with  related  rates  for  deferred  annuities).  The 
10.50%  is  based  upon  the  rate  available  in  fi- 
nancial markets  as  of  the  fiscal  year-end  and 
it  is  consistent  with  the  rate  used  to  value 
assets  as  of  this  date. 


Table  II 

History  of  Reserve  for  Guaranteed  Benefits 


Fiscal  Year  Ending 


(dollars  in  millions) 
Single-Employer 


Multiemployer3 


June  30,  1975 
September  30,  1976 
September  30,  1977 
September  30,  1978 
September  30,  1979 
September  30,  1980 
September  30,  1981 
September  30,  1982 


i  58.0 
144.0 
209.0 
329.0 
425.0 
462.0 
559.0 

1035.0 


$  0.0 
0.0 
32.0 
29.0 
30.1 
28.7 
27.0 
26.8 


'The  amounts  for  Fiscal  Years  1975  through  1979  do  not 
reflect  the  statutory  limitation  on  benefits  which  the  PBGC 
could  guarantee  during  the  discretionary  coverage  period. 
During  that  period,  the  PBGC  was  not  statutorily  liable  for 
any  benefit  obligation  which  exceeded  the  assets  of  the 
multiemployer  program.  The  statutory  limitation  was 
removed  with  the  passage  of  the  Multiemployer  Pension 
Plan  Amendments  Act  of  1980. 

4  Valuation  assumptions  are  detailed  in  PBGC's  regulation 
on  Valuation  of  Plan  Benefits  (29  CFR  2619). 
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The  impact  of  the  change  in  interest  rates 
is  shown  in  Table  Ilia. 


Table  Ilia 

Change  in  Reserve  for  Guaranteed  Benefits  Due  to  Change  in  Interest  Rate 


(dollars  in  millions) 
Single-Employer  Multiemployer 


Value  as  of  September  30,  1981 

Impact  of  change  in  assumed 
interest  rate  for  immediate 
annuities  from  10.25%  to 
10.50% 

Adjusted  value  as  of 
September  30,  1981 


$559.0 


(11.7) 


$27.0 


(0.4) 


$547.3 


$26.6 


2.     Change  in  Valuation  Date 

In  order  to  value  the  reserve  as  of 
September  30,  1982,  the  prior  year's  figures 
must  be  adjusted  to  reflect  the  net  impact  of 


benefits  paid  less  the  increase  in  the  reserve 
associated  with  the  reduced  discount  period 
before  the  future  payments  are  due.  Table 
I  lib  shows  the  effect  of  these  adjustments. 


Table  IHb 

Change  in  Reserve  for  Guaranteed  Benefits  Due  to  Change  in  Valuation  Date 


Adjusted  value  as  of 
September  30,  1981 
(at  10.50%  interest  rate) 

Change  in  valuation  date 
(one  year) 

Adjusted  value  as  of 
September  30,  1982 
(at  10.50%  interest  rate) 


(dollars  in  millions) 
Single-Employer  Multiemployer 


$547.3 


(3.9) 


$26.6 
(0.8) 


$543.4 


$25.8 
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3.     Revised  Information  on  Pre-FY  82 
Terminations 

The  benefit  liabilities  shown  in  the  FY  82 
statements  are  based  upon  more  current 
data.  The  impact  of  more  recent  information 
to  estimate  the  Reserve  for  Guaranteed 
Benefits  associated  with  terminations  which 
occurred  prior  to  FY  82  is  shown  in  Table 
IIIc. 


4.  New  Liabilities  Incurred  During  FY  82 

During  this  fiscal  year,  96  single-employer 
plans  terminated  for  which  PBGC  has  become 
or  expects  to  become  trustee.  No  such  multi- 
employer plans  terminated  during  FY  82. 
However,  during  this  fiscal  year,  one  multi- 
employer plan  which  terminated  prior  to  FY 
82  was  granted  discretionary  coverage  under 


Table  IIIc 

Change  in  Reserve  for  Guaranteed  Benefits  Due  to  Revised  Information  on  Pre-FY  82 

Terminations 


(dollars  in  millions) 


Adjusted  pre-FY  82  termination 
reserves 


Single-Employer 


$543.4 


Multiemployer 


$25.8 


Change  in  value  as  of  date  of 
termination 

Change  in  interest  rate 


79.9 
(8.0) 


Change  in  prior  years  aging 
estimates 


0.4 


Aging  from  September  30,  1981 
to  September  30,  1982 


1.5 

$620.6 


$26.2 
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the  terms  of  ERISA  which  were  in  effect  prior 
to  September  26,  1980.  Liabilities  resulting 
from  this  plan  were  recognized  for  the  first 
time  during  FY  82.  The  increase  in  the  Reserve 
for  Guaranteed  Benefits  associated  with  these 
terminations  is  contained  in  Table  Hid. 

Interpretation  of  the  Actuarial  Charge 
(Credit) 

The  actuarial  charge  (credit),  which  is 
presented  in  the  "Statement  of  Operations 
and  Changes  in  Equity"  on  page  25  of  the 
Financial  Statements  and  discussed  in  Note  7 
of  the  footnotes,  can  be  used  in  conjunction 
with  investment  income  to  analyze  the  pro- 
gram's financial  performance  as  compared  to 
the  actuarial  assumptions  used  to  value  liabil- 
ities. (A  detailed  analysis  of  the  relationship 
between  the  actuarial  charge  and  investment 
income  is  presented  in  Appendix  B  of  the 
Corporation's  1982  single-employer  premium 
study.) 

The  actuarial  charge  ($92.7  million  for  FY 
82)  represents  the  change  in  the  present  value 
of  guaranteed  benefits  caused  by: 


(  1  )  a  decrease  in  the  discount  period  before 
future  benefit  payments  are  scheduled  to 
be  made  which  is  due  to  the  passage  of 
time; 

(  2  )  the  change  in  the  value  of  benefits  due  to 
changes  in  the  valuation  assumptions  be- 
tween the  date  of  plan  termination  and 
the  financial  statements  date;  and 

(  3  )  actuarial  gains  and  losses. 

Similarly,  investment  income  ($96.2  million 
for  FY  82)  represents  movement  in  asset 
values  due  to: 

(  1  )  income  received  in  the  form  of  divi- 
dends, interest,  anticipated  appreciation, 
etc.  and 

(  2  )  the  change  in  the  market  rate  values  due 
to  interest  rate  changes. 

If  the  program  were  fully  funded  and  the 
program  fully  realized  its  actuarial  assump- 
tions, then  investment  income  would  be  equal 
to  the  actuarial  charge.  For  FY  82,  the  ac- 


Table  Hid 

Change  in  Reserve  for  Guaranteed  Benefits  Due  to  Plans  Terminating  During  FY  82 


Adjusted  value  as  of 
September  30,  1982 


(dollars  in  millions) 
Single-Employer  Multiemployer 


$620.6 


$26.2 


New  liabilities  as  of 
date  of  termination 

Change  in  interest  rate 

Aging  to  September  30,  1982 

Reserve  for  Guaranteed 

Benefits  as  of  September  30, 
1982. 


397.6 

0.9 

13.4 

(0.2) 

3.4 

(0.1) 

$1035.0 


$26.8 
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tuarial  charge  for  the  single-employer  pro- 
gram was  $92.7  million  and  investment  in- 
come was  $96.2  million.  As  of  September  30, 
1982,  the  cumulative  values  since  the  incep- 
tion of  the  program  were  $149.2  million  and 
$152.0  million,  respectively. 

As  of  the  fiscal  year  end,  the  single- 
employer  program  had  a  deficit  of  $333 
million,  i.e.,  the  program  was  29%  under- 
funded. If  only  the  actuarial  rate  of  return 
assumption  were  realized  on  the  71%  of  the 
program  that  was  funded  as  of  the  end  of  FY 
82,  then  expected  investment  income  would 
have  been  $105.9  million  instead  of  the  $152.0 
million  actually  realized.  If  this  additional 
$46.1  million  had  not  been  earned,  then  the 
deficit  on  September  30,  1982,  would  have 
been  $379  million  ($333  million  plus  $46 
million)  rather  than  $333  million. 

Analysis  of  Values  as  of  Date  of  Termination 

The  accuracy  of  the  estimate  of  the  Reserve 
for  Guaranteed  Benefits  as  of  September  30, 
1982,  and  the  Five- Year  Projection  (FY  83 
through  FY  87)  depends  upon  the  quality  of 
the  measurement  of  liability  as  of  date  of  plan 
termination.  The  sources  of  the  liability  values 
are  presented  in  Table  IV. 

A  PBGC-determined  liability  is  based  upon 
a  final  allocation  and  valuation  of  the  benefit 
liability  for  each  active  and  deferred  partici- 
pant. A  PBGC-estimated  liability  is  based 


upon  a  partial  calculation  of  the  benefit  lia- 
bilities associated  with  a  specific  plan  termina- 
tion case.  The  Corporation  is  currently  devel- 
oping a  procedure  that  will  give  the  capability 
of  measuring  a  portion  of  this  liability  directly 
from  the  benefit  entitlement  of  each  surviving 
participant. 

For  this  fiscal  year,  56%  of  the  total  num- 
ber of  single-employer  and  multiemployer 
plans  had  their  present  value  of  benefits  based 
on  PBGC  determinations.  The  present  value 
of  benefits  for  the  remaining  44%  of  the  plans 
was  based  on  PBGC  estimates,  using  data 
specifically  related  to  the  plans  that  termi- 
nated. 

Statistical  History  of  Claims 

The  plans  that  have  terminated  during  the 
Corporation's  history  have  varied  widely  in 
terms  of  the  size  of  claim  on  a  per  plan  basis. 
The  size  of  the  claims  incurred  during  FY  82, 
however,  far  exceeded  the  size  of  claims  ex- 
perienced during  any  of  the  Corporation's 
prior  years. 

Table  V  shows  total  pension  liabilities  being 
guaranteed  by  the  PBGC  as  of  the  date  of 
plan  termination,  assets  of  terminated  plans, 
statutory  employer  liability  (the  amount  ex- 
pected to  be  collected  from  the  plan  sponsor), 
and  the  resulting  net  claims  against  the 
PBGC.  It  represents  the  Corporation's  eight 
years  of  experience. 


Table  IV 

Sources  of  Reserve  Values  as  of  Date  of  Termination 


(dollars  in  mil/ions) 
Single-Employer  Multiemployer 


PBGC  determination 
PBGC  estimate 

No.  of 
Plans 

505 
399 

Liabi 
Amount 

$  468.8 
689.1 

$1157.9 

lities 
Percent 

40.5 
59.5 

No.  of 
Plans 

7 
3 

Liabilit 
Amount 

$38.8 
1.6 

$40.4 

ies 
Percent 

96.2 
3.8 

Total 

904 

100.0 

10 

100.0 
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The  claim  values,  as  presented  in  Table  V 
for  FY  81  and  FY  82,  are  different  from  the 
values  presented  on  page  24  of  the  Financial 
Statements.  The  Statements  show  claims  of 
$140.6  million  and  $202.9  million  for  Fiscal 
Years  1981  and  1982,  respectively  compared 


creased  from  $760.3  million  as  of  September 
30,  1981,  to  more  than  $1  billion  by  the  end  of 
FY  82. 

The  chart  on  page  45  compares  the  value  of 
net  claims  experienced  by  the  Corporation 
each  fiscal  year.  Net  claims  resulting  from 


Table  V 

Claims  Experience  by  Fiscal  Year5 

(Single-Employer  Program) 


ft! 


t 

r" 


Guaranteed 

Date  of 

No. 

Benefit 

Termination 

Plans 
98 

Liabilities 

7/1/74-6/30/75 

$     56.3 

7/1/75-9/30/76 

172 

88.1 

10/1/76-9/30/77 

131 

52.6 

10/1/77-9/30/78 

100 

124.8 

10/1/78-9/30/79 

79 

83.2 

10/1/79-9/30/80 

106 

181.5 

10/1/80-9/30/81 

122 

173.8 

10/1/81-9/30/82 

96 

397.6 

(dollars  in  millions) 

Plan 
Assets 


Total 


904 


$1157.9 


$  18.6 
AAA 
21.6 
44.0 
29.6 
80.3 
70.3 
158.0 

$466.8 


Employer 
Liability6 

$     5.3 

26.6 

7.2 

6.5 

6.5 

6.6 

28.2 

19.4 

$106.3 


Percent 

Net 

of  Total 

Claims7 

Net  Claims 

$  32.4 

5.5% 

17.2 

2.9 

23.8 

4.1 

74.3 

12.7 

47.2 

8.1 

94.6 

16.2 

75.3 

12.9 

220.1 

37.6 

$584.9 

100.0% 

to  Table  V  values  of  $75.3  million  and  $220.1 
million.  The  Table  V  data  does  not  include 
claims  for  plans  pending  termination  nor 
adjustments  for  prior  years  resulting  from 
more  current  information  on  the  terminated 
plans. 

During  FY  82,  the  size  of  claims  against  the 
PBGC  grew  dramatically.  Cumulative  guar- 
anteed benefit  liabilities,  as  now  valued,  in- 


plans  that  terminated  in  FY  82  alone,  totalled 
over  $220  million.  This  is  almost  three  times 
the  amount  of  net  claims  experienced  by  the 
Corporation  during  the  prior  fiscal  year. 
Almost  62%  of  net  claims  incurred  during  FY 
82  resulted  from  the  termination  of  only  five 
plans. 


The  data  presented  is  as  of  the  date  of  plan  termination 
using  data  as  it  existed  at  the  time  of  the  FY  82  Closing. 
The  amounts  reflected  here  are  not  entirely  consistent 
with  the  amounts  originally  reported,  because  of  re- 
vised estimates  of  previously  reported  claims.  The 
figures  do  not  include  data  on  plans  pending  termina- 
tion. 

hAfter  deductions  for  uncollectability  of  the  statutory 
liability.  For  detailed  explanation,  see  Note  4  of  the 
footnotes  to  the  Corporation's  Financial  Statements. 


7Net  claims  attributable  to  plans  pending  termination 
and  adjustments  to  prior  years'  data  are  not  included  in 
these  values.  As  a  result,  net  claims  as  shown  here  are 
$75.3  million  for  FY  81  and  $220.1  million  for  FY  82 
instead  of  the  $140.6  million  and  $202.9  million  shown 
in  the  Financial  Statements. 
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For  the  year  ended  September  30,  1982,  the 
Corporation  experienced  a  decrease  in  the 
number  of  terminated  plans  requiring  trustee- 
ship. The  amount  of  benefit  liabilities  for  this 
fiscal  year,  however,  averaged  over  $4  million 
per  plan  compared  to  an  average  of  only 
$941,000  per  plan  for  the  prior  seven  years.  It 


is  expected  that  approximately  45%  of  this 
amount  will  be  funded  by  assets  of  the  termi- 
nated plans  and  employer  liability.  This  results 
in  an  average  net  claim  of  over  $2  million  per 
plan  —  the  largest  in  the  Corporation's 
history. 


Net  Claims  by  Fiscal  Year 
Single-Employer  Program 


$500 
450 
400 
350 
300 
250 
200 
150 
100 
50 
0 


78  79 

Fiscal  Year 


SO 


82 
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A  distribution  based  upon  the  average 
claim  per  plan  is  shown  in  Table  VI.  As  shown 
in  the  table,  net  claims  averaged  about  50%  of 
total  gross  liabilities  as  of  September  30,  1982. 
While  this  does  not  present  immediate  liquid- 
ity problems  for  the  Corporation,  long-term 
funding  of  the  program  will  be  unfavorably 


impacted  if  the  premium  rate  is  not  increased 
and  the  program  restructured. 

Table  VII  provides  a  short  analysis  of  the 
impact  that  changes  in  actuarial  assumptions 
have  on  the  present  value  of  benefits  per  plan. 


Table  VI 

Average  Claims  Experience  per  Plan  by  Fiscal  Year8 

(Single-Employer  Program) 


Date  of 
Termination 


7/1/74- 
7/1/75- 
10/1/76- 
10/1/77- 
10/1/78- 
10/1/79- 
10/1/80- 
10/1/81- 


6/30/75 
9/30/76 
9/30/77 
9/30/78 
9/30/79 
9/30/80 
9/30/81 
9/30/82 


Average 

7/1/74-9/30/82 


Guaranteed 

Benefit 

Liability 

$  575 
512 
401 
1,248 
1,054 
1,712 
1,424 
4,142 

$1,281 


(dollars  in  thousands) 

Plan 

Assets 


$  190 
258 
165 
440 
375 
758 
576 
1,646 

$    516 


Employer 
Liability 

$  54 
154 

55 

65 

82 

62 
231 
202 

$118 


Net 

Claims 

Claims 

Percentage 

$    331 

57.6% 

100 

19.5 

181 

45.1 

743 

59.5 

597 

56.6 

892 

52.1 

617 

43.3 

2,293 

55.4 

$    647 


50.5% 


Table  VII 

Impact  of  Actuarial  Assumptions  on  the  Present  Value  of  Benefits9 

(Single-Employer  Program) 


Fiscal 
Year 

1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 


Average  Interest 
Rate  for  Immediate 
Annuities  during 
Year 

8.00% 
7.43 
6.93 
6.87 
7.45 
8.66 
9.56 
10.90 


Present  Value  of  Benefits  Per  Plan 

(dollars  in  thousands) 
Actual  Adjusted 


I  575 
512 
401 
1,248 
1,054 
1,712 
1,424 
4,142 


$ 


464 

393 

295 

915 

810 

1,461 

1,313 

4,287 


xSee  footnotes  5  and  6. 
ySee  footnote  5. 
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The  average  interest  rate  is  the  average  of 
PBGC's  rates  for  immediate  annuities  during 
the  year,  weighted  by  the  appropriate  dollar 
volume  of  benefit  liabilities.  The  actual  value 
of  benefits  per  plan  is  the  value  computed 
using  those  rates.  The  adjusted  present  value 
of  benefits  is  the  per-plan  value  using  10.50%, 
the  rate  used  to  value  Corporate  liabilities  on 
September  30,  1982. 

The  upward  trend  in  benefits  during  the 
latter  half  of  the  Corporation's  history,  as 
noted  in  the  unadjusted  data  contained  in 
Table    VI    is   even    more    noticeable    when 


The  distribution  of  the  benefit  liabilities  per 
plan  as  of  date  of  termination  by  size  is  shown 
in  Table  VIII. 

The  total  number  of  plans  with  over  $10 
million  in  gross  liabilities  more  than  doubled 
during  this  year  —  from  ten  plans  as  of  Sep- 
tember 30,  1981  to  22  plans  as  of  FY  82  end. 
These  22  large  plans  (about  2°7o  of  total 
plans)  account  for  over  half  of  the  single- 
employer  Reserve  for  Guaranteed  Benefits 
assumed  to  date.  Almost  80%  of  the  FY  82 
Reserve  is  attributable  to  only  10%  of  total 
plans. 


Table  VIII 

Distribution  of  Reserve  for  Guaranteed  Benefits  by  Size  10 

(Single-Employer  Program) 


Plans 

Dollars  (in  millions) 

Size  of  Reserve 

Number 

Percent 

Amount                 Percent 

Greater  than  $25  million 

11 

1.2% 

$ 

442.1                    38.2% 

$10  -  25  million 

11 

1.2 

171.2                   14.8 

$5  -  10  million 

19 

2.1 

125.8                    10.9 

$2-5  million 

54 

6.0 

175.2                    15.1 

$1-2  million 

68 

7.5 

96.0                     8.3 

$500,000  -  1  million 

87 

9.6 

60.6                     5.2 

$250,000  -  500,000 

108 

12.0 

37.8                     3.3 

Less  than  $250,000 

546 

60.4 
100.0% 

$1 

49.2                     4.2 

Total 

904 

,157.9                  100.0% 

changes  in  actuarial  assumptions  are  taken 
into  account.  For  example,  during  the  last 
four  years,  the  value  of  benefits  per  plan 
guaranteed  by  the  PBGC  increased  325%  over 
the  amount  for  the  prior  four  years,  when  all 
liabilities  are  valued  at  10.50%.  This  com- 
pares to  an  increase  of  260%,  when  benefits 
are  valued  using  the  actual  rate  in  effect  on  the 
respective  date  of  plan  termination. 


The  gross  PBGC  liabilities  as  of  date  of 
plan  termination  were  based  upon  the  pres- 
ent value  of  guaranteed  benefits  as  of  the 
date   of   plan   termination.    Some   of  this 


'"See  footnote  5. 
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Table  IX 

Distribution  of  Net  Claims  by  Size  of  Claim11 

(Single-Employer  Program) 


Plans 


Dollars  (in  millions) 


< 
r 

ni 

i 
>  i 


Size  of  Net  Claims 

Number 

Percent 

Amount 

Percent 

Greater  than  $25  million 

4 

0.4% 

$162.4 

27.8% 

$10  -  25  million 

9 

1.0 

151.9 

26.0 

$5  -  10  million 

11 

1.2 

76.6 

13.1 

$2-5  million 

22 

2.4 

65.6 

11.2 

$1-2  million 

38 

4.2 

54.9 

9.4 

$500,000  -  1  million 

39 

4.3 

27.8 

4.7 

$250,000  -  500,000 

48 

5.3 

16.7 

2.8 

Less  than  $250,000 

733 

81.2 

29.0 
$584.9 

5.0 

Total 

904 

100.0% 

100.0% 

amount  is  offset  by  the  assets  of  terminated 
plans  and  by  employer  liability  recoverable 
from  the  plan  sponsor.  When  these  adjust- 
ments are  made  and  the  claim  is  measured  on 
a  net  basis,  the  distribution  by  size,  as  shown 
in  Table  IX,  is  obtained. 

Cumulative  net  claims  as  of  September  30, 
1982,  totalled  $584.9  million.  This  represents 
a  60%  increase  over  the  $364.8  million  in  net 
claims  incurred  by  the  Corporation  as  of  the 
end  of  the  prior  year.  Almost  one-third  of 
total  net  claims  incurred  to  date  ($182  mil- 
lion) resulted  from  ten  plans  that  terminated 
during  this  fiscal  year.  In  fact,  the  value  of 
net  claims  resulting  from  the  termination  of 
the  16  largest  plans  ($340.6  million)  exceeds 
the  current  deficit  of  $333  million  for  the 
single-employer  program. 

As  of  September  30,  1982  there  were  904 
single-employer  plans  for  which  the  Corpora- 
tion has  become  or  is  expected  to  become 
trustee.  In  some  instances,  one  event  resulted 
in  the  termination  of  several  related  plans.  An 
event,  as  used  herein,  is  a  single  action  of  a 


sponsor /employer  which  results  in  one  or 
more  plans  of  the  same  sponsor  being  ter- 
minated within  30  days  of  one  another. 

As  shown  below,  739  separate  events 
resulted  in  the  termination  of  the  904  in- 
dividual plans.  As  many  as  nine  plan  termina- 
tions resulted  from  one  event. 


Number  of  Plans 

Total 

Terminated  per  Event 

Number 

or  per  Plan  Sponsor 

Frequency 

of  Plans 

1 

635 

635 

2 

75 

150 

3 

17 

51 

4 

5 

20 

5 

2 

10 

6 

1 

6 

7 

1 

7 

8 

2 

16 

9 

1 

9 

Total 

739 

904 

"See  footnotes  5  and  6. 


48 


Table  X 

Distribution  of  Net  Claims  by  Events12 


Net  Claims 

Events 

(dollars  in  millions) 

Size  of  Net  Claims 

Number 

Percent 

Amount                  Percent 

Greater  than  $25  million 

6 

0.8% 

$279.4                      47.8% 

$10  -  25  million 

6 

0.8 

87.3                       14.9 

$5  -  10  million 

6 

0.8 

43.0                        7.4 

$2-5  million 

24 

3.2 

73.8                       12.6 

$1-2  million 

32 

4.3 

44.5                        7.6 

$500,000  -  1  million 

26 

3.5 

18.8                        3.2 

$250,000  -  500,000 

38 

5.1 

13.1                        2.2 

Less  than  $250,000 

601 

81.5 

25.0                       4.3 

Total 

739 

100.0% 

$584.9                    100.0% 

A  distribution  of  the  size  of  net  claims  that 
resulted  from  the  739  events  is  shown  in 
Table  X.-  Almost  half  of  the  single-employer 
net  claims  incurred  to  date  resulted  from 
only  six  events. 

Single-Employer  Program  Five-Year 
Projection  (FY  83-FY  87) 

The  projection  of  financial  condition  and 
operations  is  based  upon  methods  consistent 
with  those  employed  in  the  Actuarial  Report 
for  prior  years.  The  values  shown  reflect  the 
more  recent  claims  experience  which  was 
summarized  in  the  previous  section.  As  a 
result,  it  contains  no  provision  for  any  net 
claim  in  excess  of  $63  million. 

The  Corporation  has  conducted  studies  of 
its  past  and  expected  experience  in  order  to 
determine  whether  the  current  premium  of 
$2.60  per  participant  is  adequate  to  (1)  meet 
future  net  claims  and  (2)  retire  the  deficit  ap- 
plicable to  the  single-employer  basic  benefits 
program.  The  most  recent  study,  "Premium 
Requirements  for  the  Single-Employer  Basic 
Benefits  Insurance  Program,  May  1982", 
was  submitted  to  Congress  during  the  second 
half  of  FY  82.  This  study  indicated  that  an 
increase  from  $2.60  to  $6.00  per  participant, 


effective  January  1,  1983,  was  needed  in 
order  to  maintain  the  program  on  a  finan- 
cially sound  basis. 

The  $6.00  premium  rate  was  derived  based 
on  the  historical  data  presented  in  the 
Corporation's  1981  Financial  Statements 
and  Actuarial  Report.  The  $189  million 
deficit  which  existed  as  of  September  30, 
1981,  was  projected  to  the  end  of  calendar 
year  1982.  The  study  assumed  that  the  deficit 
as  of  December  31,  1982,  would  be  retired 
over  a  five-year  period  ending  in  1987.  The 
$6.00  premium  requested  of  Congress  last 
year  consisted  of  three  basic  components:  (a) 
$3.00  to  pay  future  claims,  (b)  $1 .00  to  cover 
future  administrative  expenses  and  (c)  $2.00 
to  reduce  the  deficit.  Congress  did  not  act  on 
this  premium  increase  request. 

During  the  second  half  of  FY  82,  after  the 
completion  of  the  premium  study,  several 
very  large  claims  were  incurred  which  caused 
the  single-employer  deficit  as  of  September 
30,  1982,  to  increase  to  $333  million  from 
the  $227  million  forecast  in  the  1981  Ac- 
tuarial Report.  The  significant  increase  in 
claims  during  FY  82  is  reflected  in  this  five- 
year  forecast. 


"See  footnotes  5  and  6. 
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For  the  purposes  of  this  forecast,  the 
methodology  used  for  the  most  recent  pre- 
mium study  was  applied  to  data  available  as 
of  the  end  of  FY  82.  In  order  to  account  for 
the  unusually  high  level  of  claims  in  1982, 
the  difference  between  projected  claims  and 
actual  claims  for  that  year  was  spread  uni- 
formly over  the  eight  years  of  the  program's 
existence.  This  has  the  effect  of  assuming 
that  the  value  of  claims  experienced  during 
FY  82  will  occur  only  once  every  eight  years. 
The  result  is  that  the  projected  trend  in 
future  claims  remains  the  same  as  that  in  last 
year's  premium  study. 

As  discussed  earlier  in  the  Report,  the 
PBGC  now  has  the  capability  to  capture  its 
experience  on  a  per  event  basis  as  well  as  a 
per  plan  basis.  PBGC  believes  the  per  event 
basis  is  more  valid  for  forecasting.  This 
technical  improvement  has  been  reflected  in 
this  forecast.  It  however,  had  a  very  minor 
effect  when  compared  with  the  per  plan 
forecast. 

If  a  $6.00  premium  rate  is  enacted  as  re- 
quested of  the  98th  Congress,  effective  for 
plan  years  beginning  on  or  after  January  1, 
1983,  then  15  years  will  be  required  to  retire 
the  deficit  that  existed  at  September  30, 
1982.  Although  PGBC  believes  that  5  years 
would  be  a  more  appropriate  period  over 
which  to  retire  the  program's  deficit,  the 
Corporation  is  committed  to  such  $6.00 
premium  assuming  its  early  enactment.  The 
longer  the  premium  increase  is  delayed,  the 
higher  the  premium  rate  must  be  in  order  to 
retire  the  deficit. 


For  the  five-year  projection,  which  fol- 
lows, the  current  premium  rate  of  $2.60  per 
participant  is  used. 

Additional  key  assumptions  made  in  order 
to  estimate  the  value  of  future  assets  and 
liabilities  are: 

•  The  number  and  characteristics  of  claims 
by  event  are  projected  using  the  most 
recent  experience. 

•  The  values  for  plans  pending  termination 
are  based  on  PBGC's  historical  experi- 
ence. 

•  Administrative  expenses  are  equal  to  those 
contained  in  the  President's  FY  84  budget. 

•  The  Reserve  for  Guaranteed  Benefits  is 
assumed  to  remain  valued  at  10.50%  for 
immediate  annuities,  with  appropriate 
rates  for  deferred  annuities.  Investments 
are  assumed  to  earn  a  rate  of  return  which 
is  consistent  with  this  assumption. 

•  The  largest  claim  to  date  was  $63  million 
which  is  also  the  largest  claim  assumed  in 
the  historical  data  base  used  to  project 
future  claims.  As  discussed  in  Note  7  of 
the  Financial  Statements,  the  projection 
does  not  include  the  possibility  of  other 
potential  claims  of  much  greater  mag- 
nitude that  could  arise  if  major  companies 
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were  to  fail.  Such  claims  have  been  ex- 
cluded on  the  basis  that  the  Corporation 
does  not  have  sufficient  basis  for  deter- 
mining that  any  specific  major  company 
will  fail  or  that  an  associated  plan 
termination  will  occur  within  the  next  five 
years. 

•  The  major  features  of  the  single-employer 
program  would  not  be  changed. 


•  The  total  number  of  covered  plan  partici- 
pants for  FY  83  through  FY  87  is  based  on 
premium  receipts  for  FY  82  and  the 
assumption  that  the  number  of  partici- 
pants will  increase  at  an  annual  rate  of  1.1 
million  over  the  next  five  years. 

These  assumptions  generate  the  following 
estimates  of  the  status  of  the  single-employer 
program  for  FY  83  through  FY  87.13 


Table  XI 

Five  Year  Forecast  —  Single-Employer  Program 


Fiscal  Year 

1982  (Actual) 

1983 

1984 

1985 

1986 

1987 


Liabilities 

$1168 
1363 
1574 
1800 
2040 
2294 


Balance  as  of  September  30 

(dollars  in  millions) 

Assets  Deficit 

$  835  $333 

945  418 

1054  520 

1161  639 

1262  778 

1356  938 


13In  the  absence  of  amendments  to  Title  IV,  there  is  a 
great  risk  that  the  level  of  claims  will  increase  materially 
resulting  in  deficits  larger  than  those  projected  below. 
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The  President 
The  White  House 
Washington,  D.C.  20500 

Honorable  George  Bush 
President  of  the  Senate 
Washington,  D.C.  20510 

Honorable  Thomas  P.  O'Neill,  Jr. 
Speaker  of  the  House  of  Representatives 
Washington,  D.C.  20515 

Gentlemen: 

We  are  pleased  to  submit  the  Ninth  Annual  Report  of  the  Pension  Benefit  Guaranty  Corporation  (PBGC) 
in  accordance  with  Section  4008  of  the  Employee  Retirement  Income  Security  Act  of  1974  (ERISA),  as 
amended. 

PBGC  is  responsible  for  insuring  the  basic  benefits  of  participants  in  private  sector,  defined  benefit  pension 
plans,  as  specified  in  Title  IV  of  ERISA. 


This  report  is  a  record  of  PBGC  operations  for  fiscal  year  1983,  reflecting  the  major  activities  and 
plishments  of  PBGC  during  the  year. 


accom- 


Sincerely, 


Raymond  J.  Donovan 

Chairman,  Board  of  Directors 
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Charles  Tharp 

Executive  Director 
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Introduction 

(Statement  of  Purpose) 


I  he  Pension  Benefit  Guaranty  Corporation 
(PBGC)  is  a  self-financed  agency  with  the  Federal 
Government.  It  was  established  under  Title  IV  of  the 
Employee  Retirement  Income  Security  Act  of  1974 
(ERISA)  to  protect  the  retirement  incomes  of  plan 
participants  and  their  beneficiaries  covered  under 
private-sector,  defined  benefit  pension  plans.  PBGC's 
mission  is  to  carry  out  the  purposes  of  Title  IV, 
which  include: 

•  Encouraging  the  continuation  and  main- 
tenance of  voluntary  pension  plans  for  the 
benefit  of  the  participants 

•  Providing  for  the  timely  and  uninterrupted 
payment  of  pension  benefits  under  plans  to 
which  Title  IV  applies 

•  Maintaining  insurance  premiums  established 
by  the  PBGC  under  Title  IV  at  the  lowest 
level  consistent  with  carrying  out  the  Corpora- 
tion's obligations. 

The  Multiemployer  Pension  Plan  Amendments 
Act  of  1980  (MPPAA)  amended  Title  IV  with  respect 
to  multiemployer  plans.  MPPAA  encourages  PBGC 
to: 


•  Replace  termination  insurance  with  an 
insolvency-based  program  that  will  enhance 
the  financial  soundness  of  multiemployer 
plans,  emphasizing  plan  continuation,  and 
keeping  program  costs  within  reasonable 
limits 

•  Alleviate  problems  that  tend  to  discourage 
maintenance  or  growth  of  multiemployer 
plans 

•  Provide  financially  self-sufficient  programs 
that  guarantee  employee  benefits  under  multi- 
employer plans. 

PBGC  derives  its  income  from  (1)  premiums 
paid  by  employers  that  offer  defined  benefit  pension 
plans,  (2)  assets  acquired  from  terminated  plans, 

(3)  the  collection  of  employer  liability  payments,  and 

(4)  PBGC  investments.  The  Corporation  now 
guarantees  the  pension  benefits  of  approximately  38 
million  American  workers. 


Protect  plan  participants  against  benefit  losses, 
and  provide  reasonable  protection  for  partici- 
pants of  financially  distressed  multiemployer 
plans 


Financial  Highlights 


(Dollars  in  Millions) 

Single-Employer  Fund 

Year  Ended  September  30, 


1983 

1982 

1981 

1980 

Total  assets 

$1,084.9 

$    834.8 

$    515.4 

$    466.5 

Reserve  for  guaranteed  benefits 

1,570.0 

1,138.0 

685.0 

543.0 

Accumulated  results  of  operations  (loss) 

(523.3) 

(332.8) 

(188.8) 

(94.6) 

Estimated  future  benefit  payments  to 

participants  of  terminated  plans 

and  plans  pending  termination 

4,100.0 

3,250.0 

1,850.0 

1,350.0 

Premium  income 

81.5 

79.6 

75.0 

71.2 

Investment  and  other  income 

188.3 

96.2 

(5.4) 

22.3 

Actuarial  charges  (credits) 

265.7 

92.7 

2.5 

(4.4) 

Losses  (gains)  from  plans  terminated 

and  plans  pending  termination 

167.4 

202.9 

140.6 

26.3 

Benefit  payments 

136.6 

94.2 

56.8 

36.7 

Administrative  expenses 

27.2 

24.2 

20.6 

19.8 

Income  over  (under)  expenses 

(190.5) 

(144.0) 

(94.2) 

51.8 

Investments  —  revolving  funds  and 

trusteed  plans 

759.1 

538.1 

351.7 

294.1 

Note:  Financial  Statements  appear  on  pages  24  through  29. 

(Dollars  in  Millions) 

Multiemployer  Fund 


Total  assets 

Reserve  for  guaranteed  benefits 
Reserve  for  future  financial  assistance 
Accumulated  results  of  operations  (loss) 
Estimated  future  benefit  payments  to 

participants  of  terminated  plans 

and  plans  pending  termination 
Financial  assistance  outstanding  —  Net 
Premium  income 
Investment  and  other  income 
Actuarial  charges  (credits) 
Losses  (gains)  from  plans  terminated 

and  plans  pending  termination 
Losses  from  financial  assistance 
Benefit  payments 
Administrative  expenses 
Income  over  (under)  expenses 
Investments  —  revolving  funds  and 

trusteed  plans 

Number  of  plans  that  received 

financial  assistance 
Number  of  participants  in  plans  receiving 

financial  assistance 
Number  of  participants  receiving 

benefit  payments  in  plans 

receiving  financial  assistance 

Note:  Financial  Statements  appear  on  pages  24  through  29. 


45.4 

2 
12,739 

9,292 


Year  Ended  September  30, 


1983 

1982 

1981 

1980 

$  52.4 

$  40.3 

$  28.0 

$21.1 

25.0 

26.8 

27.0 

28.7 

19.0 

0.0 

0.0 

0.0 

6.0 

11.1 

(1.3) 

(8.5) 

58.0 

62.0 

64.0 

63.0 

0.9 

0.3 

0.3 

0.0 

12.8 

12.8 

11.7 

4.5 

6.8 

5.5 

(0.1) 

1.8 

2.0 

3.4 

0.4 

1.0 

0.3 

(0.6) 

1.6 

0.9 

19.1 

0.0 

0.0 

0.0 

3.8 

4.5 

4.3 

3.9 

3.2 

3.2 

2.3 

2.1 

(5.1) 

12.3 

7.3 

2.4 

34.0 


12,959 


9,580 


22.2 


13,563 


10,057 


17.7 

0 

0 


Highlights  of  1983  and  Later 
Important  Developments 


Charles  Tharp  (left)  was  appointed  PBGC  Executive  Director  on  February 
1,  1984,  following  the  resignation  of  Edwin  M.  Jones. 


Financial  Condition 

I  he  Corporation's  ninth  year  of  operations,  in 
its  fiscal  year  ended  September  30,  1983,  witnessed  a 
sharp  increase  in  assets  to  $1.14  billion  from  $875 
million  at  September  30,  1982.  However,  such 
increases  were  accompanied  by  a  larger  increase  in 
liabilities,  to  $1.65  billion  from  $1.20  billion.  This 
includes  an  increase  of  $406  million  in  the  present 
value  of  guaranteed  benefits  assumed  for  plans  termi- 
nated and  plans  pending  termination  during  the 
year.  The  net  result  was  an  increase  in  the  Corpora- 
tion's deficit,  to  $517  million  at  FY  1983  year-end,  up 
61  percent  from  its  deficit  of  $322  million  at  FY  1982 
year-end.  This  accumulated  deficit  of  $517  million  is 
comprised  of  a  $523  million  deficit  for  the  Single- 
Employer  Program,  up  57  percent  from  FY  1982, 
and  a  $6  million  accumulated  result  of  operations  in 
the  Multiemployer  Program,  to  be  used  for  payment 
of  future  claims,  down  46  percent  from  FY  1982. 

The  Corporation's  administrative  costs  re- 
mained at  a  relatively  constant  level.  With  some  500 
employees  and  an  administrative  budget  of  $30.4  mil- 
lion in  FY  1983,  compared  with  $27.4  million  in  FY 
1982,  the  Corporation's  administrative  costs  per  plan 
participant  continued  to  decline. 


Premium  Increase  Needed  for  Single-Employer 
Program 

Throughout  FY  1983,  the  PBGC  continued  to 
seek  congressional  approval  of  the  Administration's 
request  to  increase  the  single-employer  premium  to  a 
level  adequate  to  fund  the  Program  and  eliminate  the 
accumulated  deficit.  After  the  Corporation's  initial 
request  of  $6.00  in  May  1982,  to  be  effective  as  of 
January  1,  1983,  the  PBGC  continued  receiving 
claims  in  excess  of  original  estimates,  and  Congress 
did  not  enact  the  request.  As  a  result,  the  PBGC  is 
now  facing  a  Single-Employer  Program  deficit  of 
$523  million,  having  foregone  $100  million  in  pre- 
mium income  as  a  result  of  the  premium  remaining 
at  $2.60  and  having  suffered  an  additional  year  of 
losses  without  programmatic  reforms.  Consequently, 
the  Administration  has  now  requested  an  increase  of 
the  single-employer  premium  to  $7.00  per  partici- 
pant, effective  for  plan  years  beginning  on  or  after 
January  1,  1984,  together  with  legislative  reforms 
designed  to  reduce  future  losses. 

The  Corporation  under  its  single-employer 
insurance  program  is  now  responsible  for  pension 
benefits  for  participants  in  1,021  terminated  plans; 
and  these  numbers  are  increasing  steadily.  The  Cor- 
poration's total  obligations  to  these  participants  of 
defined  benefit  plans  total  about  $4.10  billion;  the 
Corporation's  current  reserve  value  is  $1.57  billion, 
and  its  assets  are  worth  $1.08  billion. 

While  the  Corporation  —  given  its  current 
assets  —  should  be  able  to  continue  paying  benefits 
at  present  levels  for  a  number  of  years,  its  cash  flow  is 
projected  to  turn  negative  in  FY  1984.  Given  the 
large  and  continually  increasing  deficit,  the  Corpora- 
tion is  heading  toward  insolvency.  To  prevent  such  a 
situation,  it  is  essential  that  Congress  authorize  the 
requested  increase  in  the  single-employer  insurance 
premium  and  the  related  legislative  reforms.  Such 
action  will  place  the  PBGC  on  a  fiscally  prudent 
course  and  ensure  its  ability  to  continue  to  pay  par- 
ticipants their  guaranteed  benefits  on  a  timely  basis. 

Other  Proposed  Legislative  Changes 

The  programmatic  reforms  referred  to  above 
were  embodied  in  bills  introduced  in  the  House  and 
Senate  in  FY  1983,  H.R.  3930  and  S.  1227.  Both 
bills  would  (1)  revise  the  definition  for  "insurable 
event,"  which  would  enable  the  PBGC  to  avoid 


unnecessary  claims  by  ongoing  employers,  (2)  protect 
the  Corporation  from  losses  due  to  funding  waivers 
granted  by  the  IRS  to  plans  that  terminate  before 
paying  the  waived  amounts,  (3)  strengthen  the 
employer  liability  rules,  and  (4)  impose  contingent 
liability  on  employers  transferring  unfunded  pension 
liabilities  to  weaker  employers. 

Insurable  Event:  Under  the  existing  provisions  of 
ERISA,  the  PBGC  must  accept  a  plan  termination 
regardless  of  the  sponsor's  ability  to  continue  to 
maintain  the  plan.  The  Senate  bill,  S.  1227,  provides 
three  conditions  that  must  be  met  before  the  PBGC 
accepts  a  termination  of  an  insufficient  plan  from  an 
ongoing  sponsor:  (1)  proof  that  the  sponsor  is  unable 
to  pay  its  debts  as  they  mature,  (2)  proof  that  the 
sponsor  would  be  unable  to  continue  in  business  if  its 
contribution  obligations  to  the  plan  are  not  termi- 
nated, and  (3)  assurance  that  the  PBGC  will  receive 
(a)  all  unpaid  contributions,  including  waived 
amounts,  (b)  the  amount  of  unfunded  guaranteed 
liabilities,  up  to  30  percent  of  the  employer's  net 
worth,  and  (c)  an  interest  in  future  profits  of  the 
employer,  if  the  employer  continues  in  business,  to 
cover  the  amount  of  unfunded  guaranteed  liabilities 
in  excess  of  the  30-percent-of-net-worth  limit.  The 
PBGC  would  accept  a  termination  from  a  liquidating 
company  only  if  the  Corporation  would  receive  the 
amount  of  unfunded  guaranteed  benefits  from  the 
employer,  up  to  30  percent  of  the  employer's  net 
worth. 

Under  H.R.  3930,  as  reported  out  of  the  House 
Subcommittee  on  Labor-Management  Relations,  the 
insurable  event  is  a  "distress"  termination  that  occurs 
only  if  the  plan  sponsor  meets  one  of  four  hardship 
tests.  The  hardship  tests,  in  general  terms,  are: 

(1)  minimum  funding  waivers  were  granted  the  spon- 
sor and  substantial  members  of  its  controlled  group; 

(2)  liquidation  of  the  sponsor  and  substantial  con- 
trolled group  members;  (3)  substantial  evidence 
indicating  that,  without  the  termination,  the  sponsor 
and  substantial  controlled  group  members  will  be 
unable  to  pay  their  respective  debts  when  due  and 
unable  to  continue  in  business;  and  (4)  a  doubling  in 


the  ratios  of  (a)  required  single-employer  contribu- 
tions to  annualized  wages,  due  solely  to  a  decline  in 
the  workforce,  and  (b)  required  single-employer  con- 
tributions to  the  employer's  consolidated  income,  due 
solely  to  a  decline  in  the  work  force. 

In  contrast  to  the  Senate  bill,  the  House  bill 
provides  that  acceptance  of  a  distress  termination 
would  not  be  contingent  on  the  PBGC's  receiving  lia- 
bility payments  from  an  employer. 

Minimum  Funding  Waivers:  When  an  insufficient 
plan  terminates  under  current  law,  the  PBGC  is  often 
unable  to  collect  the  plan's  unpaid  contributions  that 
have  been  waived  or  granted  an  extended  due  date, 
and  may  incur  substantial  losses  as  a  result*  If  failure 
to  collect  these  contributions  reduces  assets  allocable 
to  the  payment  of  non- guaranteed  benefits,  par- 
ticipants lose  certain  benefits.  The  PBGC  may  incur 
substantial  losses  on  the  payment  of  guaranteed 
benefits  if  unpaid  contributions  cannot  be  collected. 

Senate  bill  S.  1227  would  authorize  the  PBGC 
to  specify  terms  and  conditions  for  payment  and  col- 
lection of  waived  amounts,  as  well  as  requiring  secu- 
rity in  favor  of  the  plan.  Under  both  bills,  a  lien 
would  arise  in  favor  of  the  plan  for  the  waived 
amounts  on  the  date  of  the  waiver.  The  lien  would  be 
perfected  by  the  plan  administrator  only  at  the 
PBGC's  direction.  Under  H.R.  3930,  the  Corpora- 
tion could  direct  perfection  if  the  aggregate  outstand- 
ing waived  amounts  exceed  $50,000  or  the  amount  of 
unfunded  nonforfeitable  benefits  exceeds  $500,000. 

Employer  Liability:  Under  ERISA  an  employer 
that  terminates  a  single-employer  defined  benefit  plan 
is  responsible  to  the  PBGC  for  the  amount  of 
unfunded  guaranteed  liability  in  the  plan,  up  to  30 
percent  of  the  employer's  net  worth.  House  bill  H.R. 
3930  would,  in  addition,  create  statutory  liability  for 
unpaid  contributions  —  including  waived  amounts. 
It  also  would  provide  for  the  PBGC's  recovery  of 
unfunded  guaranteed  liabilities  in  excess  of  the 
30-percent-of-net-worth  cap  through  a  10  percent 
interest  on  profits  for  up  to  10  years.  While  S.  1227 
does  not  create  the  additional  statutory  liability,  it 
does  make  acceptance  of  a  termination  contingent  on 


*See  sections  303  and  304  of  ERISA  or  section  412,  (d)  and  (e),  of  the  Inter- 
nal Revenue  Code. 


the  PBGC's  finding  that  it  will  receive  such  amounts 
through  an  agreement  with  the  employer. 

Thus,  both  bills  would  increase  the  Corpora- 
tion's opportunity  to  recover  losses  from  ongoing 
employers. 

Contingent  Liability:  Under  ERISA,  it  is  difficult 
for  the  PBGC  to  avoid  losses  resulting  from  termina- 
tions that  occur  after  the  transfer  of  pension  liabilities 
from  a  strong  employer  to  a  weak  one.  Both  bills 
would  clarify  the  intent  of  current  law  to  prevent  such 
abuse  by  making  companies  that  transfer  unfunded 
liabilities  contingently  liable  if  termination  occurs 
within  a  specified  number  of  years  after  the  transfer. 
The  Senate  bill  provides  for  a  10-year  period  of  con- 
tingent liability;  the  House  bill  for  5  years,  unless  the 
transferee  is  very  weak  financially,  in  which  case  lia- 
bility would  be  for  10  years.  Both  bills  contain 
exemptions  from  contingent  liability  in  those  cases  in 
which  the  PBGC's  exposure  to  loss  is  relatively  small. 

Standard  Termination:  House  bill  H.R.  3930  creates 
a  new  type  of  termination,  "standard  termination," 
under  which  benefit  accruals  would  cease,  vesting 
would  continue,  and  the  entire  controlled  group 
would  be  responsible  for  funding.  Under  a  standard 
termination,  the  plan  administrator  may  close  out  the 
plan's  affairs  only  if  its  assets  are  able  to  cover  all  of 
its  final  benefit  obligations  at  the  close-out  date. 
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The  Administration  has  strongly  endorsed  the 
basic  provisions  of  both  bills. 

Benefit  Payments 

The  PBGC  is  now  responsible  for  sending 
monthly  checks  to  some  55,000  participants  with 
guaranteed  pension  benefits  in  896  trusteed  single- 
employer  pension  plans.  More  than  4,000  new  par- 
ticipants were  added  to  the  monthly  payroll,  paid 
directly  by  the  PBGC,  during  FY  1983. 

In  addition,  the  PBGC  will  be  responsible  for 
paying  benefits  to  some  74,000  younger  participants 
in  these  same  plans  whose  pensions  will  commence  at 
future  dates. 

Project  Computers 

In  order  to  meet  the  Corporation's  growing 
needs  —  resulting  from  an  increasing  volume  of 
business  and  activities  —  during  FY  1983  plans  were 
completed  and  implementation  begun  on  a  fully 
integrated  data  management  system. 

By  the  end  of  the  fiscal  year,  a  contract  had 
been  awarded  for  a  mainframe  computer,  supporting 
hardware,  and  operating-systems  software.  These 
items  will  be  the  cornerstone  for  a  fully  integrated 
information  system.  Installation  is  targeted  for  the 
second  quarter  of  FY  1984.  Full  implementation  will 
significantly  improve  operational  efficiency  and 
reduce  the  administrative  expenses  incurred  in  using 
external  data-processing  facilities. 

Risk-Related  Premium  Study 

In  FY83  the  PBGC  continued  its  study  of  a 
risk-related  premium  for  a  single-employer  program 
as  mandated  by  the  Multi-Employer  Pension  Plan 
Amendments  Act  of  1980.  As  the  Act  directs,  this 
study  will  discuss  "the  advantages  and  disadvantages 
of  establishing  a  graduated  premium  rate  schedule 
.  .  .  based  on  risk." 


Investment  Performance 

The  PBGC's  investment  and  other  income 
increased  substantially  in  FY  1983,  rising  to  $195.1 
million  from  $101.6  million  in  FY  1982,  a  92  percent 
increase.  This  $93.5  million  gain  reflects  (1)  increases 


in  the  value  of  stocks,  bonds,  and  other  securities 
held  in  the  Corporation's  investment  portfolio, 
(2)  dividends  and  interest  payments,  and  (3)  other 
income.  Our  investment  managers  achieved  real 
returns  significantly  in  excess  of  standard  market 
indices. 

Regulations 

The  PBGC,  in  carrying  out  the  purposes  of 
Title  IV  of  ERISA,  has  set  up  a  series  of  priorities. 
One  of  these  priorities  is  to  identify  and  implement 
deregulatory  initiatives  that  will  reduce  the  burdens 
of  plan  administrators. 

In  response  to  this  priority,  the  Corporation 
has  issued  a  regulation  that  simplifies  the  procedure 
for  filing  a  notice  of  intent  to  terminate  a  non- 
multiemployer  defined  benefit  plan,  the  "one-stop 
service." 

The  Corporation  has  also  proposed  an  amend- 
ment that  modifies  its  regulation  requiring  that  pen- 
sion plans  in  both  Multiemployer  and  Single- 
Employer  Programs  notify  the  Corporation  of  certain 
reportable  events.  Another  amendment  scheduled  to 
be  proposed  by  the  PBGC  offers  a  simplified  proce- 
dure for  demonstrating  sufficiency.  The  Corporation 
has  also  proposed  two  separate  regulatory  amend- 
ments that  improve  its  administrative  appeals  proce- 


dure and  that  propose  a  method  for  dealing  with 
benefit  cutbacks  and  recoupment  of  benefit  overpay- 
ments in  insufficiently  funded  plans. 

Plan  Terminations 

In  FY  1983,  the  PBGC  received  over  6,700 
single-employer  plan  termination  notices,  almost  700 
more  than  in  FY  1982,  thus  continuing  a  three-year 
trend  toward  increased  terminations.  However,  these 
terminations  were  offset  by  a  larger  number  of 
defined  benefit  plan  creations,  for  a  net  increase  in 
the  total  number  of  defined  benefit  plans  in  the 
PBGC  universe.  As  of  September  30,  1983,  it  was 
estimated  that  approximately  38  million  participants 
in  some  110,000  pension  plans  were  covered  by 
PBGC  insurance. 

Premium  Collection 

The  PBGC  recorded  a  total  of  $94.3  million  in 
premiums  in  FY  1983.  This  increase  over  the  $92.4 
million  recorded  in  FY  1982  primarily  was  due  to  the 
addition  of  new  plans  and  participants,  together  with 
improved  billing  procedures. 

During  FY  1983,  the  PBGC  continued  with  the 
redesigning  of  its  automated  billing  system  to  further 
improve  its  capability  to  identify  and  collect  unpaid 
premiums  and  late  payment  penalty  and  interest 
charges. 

Litigation 

The  litigation  workload  increased  from  142  cases 
at  the  end  of  fiscal  year  1982  to  154  cases  by  the  end 
of  fiscal  year  1983.  Among  the  significant  cases 
involved  were  constitutional  challenges  to  the  Multi- 
employer Plan  Amendments  Act  of  1980  and  a  num- 
ber of  disputes  concerning  large  sums  of  money 
owing  to  the  PBGC  in  employer  liability  situations. 
The  Corporation  continued  the  policy  initiated  by 
Executive  Director  Edwin  M.  Jones  of  seeking 
negotiated  settlements  of  such  disputes  on  a  business- 
like basis,  with  terms  favorable  to  the  PBGC  and  its 
beneficiaries. 

As  the  PBGC  approaches  its  10th  anniversary 
it  has  become  a  billion-dollar  Corporation,  with  ben- 
efit payment  responsibility  for  some  151,000  benefi- 
ciaries and  coverage  for  some  38  million  insured  plan 
participants.  Additional  details  of  the  Corporation's 
activities  follow. 


Program  Operations 


Introduction 

I  he  PBGC  administers  two  pension  insurance 
protection  programs: 

•  a  single-employer  termination  insurance  pro- 
gram presently  protecting  some  29  million 
participants  in  over  110,000  single-employer 
plans,  and 

•  a  multiemployer  termination  insurance  pro- 
gram presently  protecting  some  9  million 
participants  in  approximately  2,500  multi- 
employer plans. 

Each  program  ensures  that  the  workers  and  retirees 
covered  by  those  plans  receive  the  basic  pension 
benefits  guaranteed  by  law. 

Single-Employer  Plan  Termination  Processing 

A  plan  administrator  wishing  to  terminate  a 
single-employer  defined  benefit  plan  must  notify  the 
PBGC  before  the  termination  takes  place.  If  the  Cor- 
poration determines  that  the  plan's  assets  are  suffi- 
cient to  pay  the  benefits  guaranteed  by  law,  the 
PBGC  authorizes  the  distribution  of  assets  according 
to  plan  provisions  and  applicable  legal  requirements. 

If  the  plan's  assets  are  insufficient,  the  PBGC 
becomes  trustee  and  makes  up  the  difference  between 
plan  assets  and  liabilities.  Thus,  plan  participants  are 
assured  that  they  will  receive  their  guaranteed 
benefits  as  mandated  by  law.  In  becoming  trustee, 
the  PBGC  takes  over  the  plan's  assets  and  assumes  its 
liabilities  for  guaranteed  benefits. 

Unlike  most  privately  owned  insurance  compa- 
nies, the  PBGC  must  accept  all  claims  made  against 
it,  regardless  of  the  financial  status  of  the  plan.  To 


discharge  the  liabilities  it  assumes,  the  PBGC  uses 

(1)  premium  monies  collected  from  covered  plans, 

(2)  assets  inherited  from  terminated  plans, 

(3)  amounts  received  from  employers  under  the 
employer-liability  provisions  of  the  law,  and 

(4)  income  from  invested  assets. 

The  Corporation  received  a  total  of  6,730  termi- 
nation notices  in  FY  1983,  up  12  percent  from  FY 
1982.  This  is  the  third  consecutive  year  in  which  the 
number  of  termination  notices  increased.  Also  during 
FY  1983,  the  PBGC  processed  4,923  cases,  15  per- 
cent more  than  in  FY  1982. 

Table  I  shows  the  PBGC's  processing  activity 
during  its  nine  years  of  operation. 


Table  I:  Terminations  of  Plans  with  Sufficient  Assets 

FY  83        FY  82        FY  81        FY  80        FY  79        FY  78        FY  77        FY  76        FY  75 
Termination  notices 


received 


6,730         6,003         4,949         3,933         4,810         5,158         7,202         8,932         2,470 


Sufficient  non- 
trusteeship  cases 
processed  4,923         4,272         4,195         3,465         5,484         7,420         4,510         1,533 0 


Multiemployer  Plan  Processing 

Financial  Assistance:  The  Multiemployer  Pension 
Plan  Amendments  Act  of  1980  (MPPAA)  requires 
the  PBGC  to  provide  financial  assistance  to  multiem- 
ployer pension  plans  that  are  unable  to  pay  benefits 
guaranteed  under  ERISA.  During  the  fiscal  year,  the 
PBGC  provided  financial  assistance  to  two  plans, 
with  a  current  total  of  9,292  benefit  recipients.  The 
net  amount  of  outstanding  financial  assistance  pay- 
ments totalled  $938,000  at  the  end  of  the  fiscal  year. 

Variances  and  Exemptions:  The  PBGC  is  authorized 
to  grant  variances  and  exemptions  from  the  statutory 
rules  under  which  an  employer  that  sells  its  assets  will 
not  have  withdrawal  liability.  There  were  11  such 
requests  pending  at  the  beginning  of  FY  1983  and  16 
more  were  received  by  the  end  of  the  fiscal  year. 
Seventeen  cases  were  closed  during  FY  1983,  leaving 
ten  pending,  including  four  cases  in  which  the  PBGC 
had  published  notices  of  pendency. 

Alternative  Allocations:  The  PBGC  issued  a  regula- 
tion on  allocating  unfunded  vested  benefits  among 
employers  to  determine  withdrawal  liability.  The 
regulation  established  a  procedure  for  plans  to  follow 
when  applying  to  the  PBGC  for  approval  of  alloca- 
tion methods  not  specified  under  the  MPPAA.  Six 
requests  were  pending  at  the  beginning  of  FY  1983, 
and  13  additional  requests  were  received  during  the 
fiscal  year.  By  fiscal  year-end,  nine  had  been  acted 
on,  leaving  ten  requests  pending. 

Special  Withdrawal  Liability  Rules:  At  the  close  of 
FY  1983,  the  PBGC  was  processing  five  requests  for 
approval  of  plan  amendments  providing  for  special 
withdrawal  liability  rules  (similar  to  the  construction 
and  entertainment  industry  rules*).  Under  section 
4203(f)  of  ERISA,  the  PBGC  can  authorize  plans  to 
use  the  special  rules  if  such  plans  do  not  pose  a  sig- 
nificant risk  to  the  insurance  program. 

In  June  1983,  the  PBGC  approved  the  Division 
1181  Amalgamated  Transit  Union-New  York 
Employee  Pension  Fund  and  Plan's  request  for  adop- 
tion of  the  special  withdrawal  liability  rules.  The 
plan,  which  covers  the  New  York  school  bus  industry, 


has  nearly  4,800  participants,  assets  of  almost  $35 
million,  and  an  unfunded  liability  of  nearly  $4  mil- 
lion for  vested  benefits. 

In  February  1983,  the  PBGC  approved  the 
International  Longshoremen's  and  Warehousemen's 
Union-Pacific  Maritime  Association  (ILWU-PMA) 
Pension  Plan's  request  for  adoption  of  a  special  with- 
drawal liability  rule.  The  plan,  which  covers  the 
Pacific  Coast  longshoring  and  stevedoring  industry, 
has  about  20,000  participants. 

During  FY  1983,  the  PBGC  received  public 
comments  regarding  the  International  Ladies'  Gar- 
ment Workers'  Union  National  Retirement  Fund's 
request  for  special  withdrawal  liability  rules.  The 
PBGC's  action  on  this  request  and  on  four  others 
remained  pending  at  the  end  of  the  fiscal  year. 

Multi-Single  Transfers:  In  FY  1983,  the  PBGC 
received  six  requests  regarding  the  transfer  of  liabili- 
ties from  multiemployer  plans  to  single-employer 
plans.  The  requests  from  the  multiemployer  plans 
were  for  waivers  of  plan  contingent  liability  for 
guaranteed  benefits  under  section  4232(c)  of  ERISA. 
The  waivers  were  to  apply  if  the  single-employer 
plans  terminated  within  five  years  after  the  transfer. 
All  six  requests  were  granted  during  the  fiscal  year, 
along  with  three  that  had  been  pending  from  FY 

1982.  No  requests  were  pending  at  the  end  of  FY 
1983. 

Multiemployer  Mergers  and  Transfers:  A  merger  or 
transfer  of  assets  between  multiemployer  plans  is 
deemed  not  to  constitute  a  violation  of  the  prohibited 
transactions  section  of  ERISA  —  section  406(a)  —  if 
the  PBGC  determines  that  the  merger  or  transfer 
satisfies  the  requirements  of  section  4231  (mergers 
and  transfers  between  multiemployer  plans).  In  FY 

1983,  the  PBGC  received  four  requests  for  compli- 
ance determinations;  two  other  requests  had  been 
pending  since  FY  1982.  By  the  end  of  the  fiscal  year, 
a  total  of  four  were  pending. 

The  PBGC  also  received  21  notifications  of 
mergers  or  transfers  during  FY  1983.  During  FY 
1983,  25  cases  were  closed  and  three  were  pending. 


"See  ERISA  section  4203,  (b)  and(c). 


Approval  of  Plan  Amendments:  Under  section  4220 
of  ERISA,  a  multiemployer  plan  amendment  that  is 
authorized  under  sections  4201  through  4219  of 
ERISA  and  is  adopted  after  April  28,  1983,  may  be 
put  into  effect  only  if  the  PBGC  (1)  approves  the 
amendment  or  (2)  fails  to  disapprove  it  within  90 
days  after  being  notified  of  the  adoption.  During  FY 
1983,  five  such  requests  for  approval  of  amendments 
were  submitted  to  the  PBGC.  Four  requests  were 
acted  on  and  one  was  still  pending  at  the  end  of  the 
fiscal  year. 

Terminations:  At  the  close  of  FY  1982,  15  mul- 
tiemployer pension  plan  termination  cases  were 
pending.  During  FY  1983,  the  PBGC  received  23 
notices  of  termination  from  sponsors  of  multiem- 
ployer pension  plans.  Five  of  the  notices  were  termi- 
nations resulting  from  mass  withdrawals,  and  18  were 
terminations  by  plan  amendments.  The  PBGC 
processed  22  cases  during  FY  1983  and  had  16  pend- 
ing at  fiscal  year-end. 


Trusteed  Single-Employer  Plans 

According  to  ERISA,  the  PBGC  must  accept 
trusteeship  for  all  terminated  single-employer  plans 
that  do  not  have  sufficient  assets  with  which  to  pay 
guaranteed  benefits. 

During  FY  1983,  the  PBGC  became  trustee  for 
116  terminated  single-employer  pension  plans.  By  the 
end  of  the  fiscal  year,  another  125  pension  plans  were 
being  processed  by  the  Corporation  in  anticipation  of 
the  PBGC  becoming  trustee  (see  Table  II).  It  should 
be  noted  that  while  making  the  necessary  arrange- 
ments for  becoming  trustee,  the  PBGC  ensures  that 
participants  continue  to  receive  their  guaranteed 
benefits. 

By  the  end  of  FY  1983,  after  nine  years  of  oper- 
ation, the  PBGC  is,  or  expects  to  become,  trustee  for 
1,021  pension  plans  and  directly  responsible  for  pay- 
ing the  PBGC -guaranteed  pensions  to  about  151,000 
participants  entitled  to  immediate  or  deferred 
benefits  under  terminated  single-employer  plans. 
Table  II  shows  the  PBGC's  trusteeship  activity  for 
each  year  since  1974. 


Table  II:  PBGC  Trusteeships  (Actual  and  Pending) 


FY  83  FY  82         FY  81        FY  80        FY  79        FY  78        FY  77       FY  76       FY  75 


Plans  in  PBGC 
trusteeship 


896 


780 


659 


514 


389 


266 


145 


48 


Participants 
with  PBGC 
guaranteed 
benefits 


129,000       106,000       71,200       55,000       43,000       27,000       16,000       6,000 


400 


Potential  plan 

trusteeships 

pending 


125 


134 


126 


267 


259 


260 


281 


*Data  unavailable  for  this  period. 
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Early  Warning  System 

ERISA  provides  an  "early  warning  system" 
whereby  the  PBGC  is  notified  if  a  pension  plan  or 
plan  sponsor  is  experiencing  problems  that  could 
result  in  a  claim  against  the  Corporation. 

ERISA  makes  it  mandatory  for  plan  adminis- 
trators to  notify  the  PBGC  if  any  of  the  following 
events  occur: 

•  Withdrawal  of  a  substantial  employer  from  a 
plan  with  more  than  one  contributing 
employer 

•  Closing  of  a  facility  that  results  in  the  separa- 
tion of  more  than  20  percent  of  the  plan's 
participants 

•  "Reportable  Events,"  defined  by  statute  or 
regulation  as  specific  occurrences  (other  than 
the  two  listed  above)  that  indicate  problems 
with  a  plan's  potential  ability  for  continued 
operation. 

In  FY  1983,  filings  for  withdrawals  of  substan- 
tial employers  and  for  facility  closings  declined  from 
FY  1982  levels  by  about  37  percent. 

The  volume  of  filings  for  reportable  events  de- 
clined significantly  in  FY  1981  by  about  53  percent, 
and  in  FY  1982  by  about  30  percent.  In  FY  1983, 
however,  reportable  events  filings  increased  by  about 
61  percent. 

Table  III  shows  the  number  of  reportable 
events,  closings,  and  withdrawals  since  the  inception 
of  the  "early  warning  system"  in  1974. 


Reorganization 

In  July  1983,  Executive  Director  Edwin  M. 
Jones  initiated  a  major  reorganization,  which  was 
designed  to  (1)  accommodate  the  growth  in  corporate 
activities,  (2)  make  the  most  effective  use  of  the 
diverse  talents  of  the  Corporation's  employees,  and 
(3)  unify  the  Corporation  so  that  each  function  would 
complement  other  functions. 

Reorganizational  changes  included  the  designa- 
tion of  former  "offices"  and  "staffs"-  as  departments 
and  divisions,  establishment  of  standing  committees 
to  assist  the  Executive  Director,  and  creation  of  two 
deputy-executive-director  positions.  The  Deputy 
Executive  Director  for  Resource  Management  is 
responsible  for  all  activities  that  relate  to  human 
resources  and  management  of  the  PBGC  assets,  and 
the  Deputy  Executive  Director  for  Insurance  Pro- 
grams is  responsible  for  activities  such  as  insurance 
operations  and  benefit  payments  and  the  appeals 
process. 

General  staff  matters,  such  as  planning,  analy- 
sis, legal  matters,  program  development,  and  public 
affairs  are  located  organizationally  under  the  direc- 
tion of  the  Office  of  the  Executive  Director. 


Table  III.  Reportable  Plan  Events,  Closings,  and  Withdrawals 

FY  83  FY  82  FY  81  FY  80         FY  79         FY  78         FY  77 


Reportable  Events 

Closing  of  facilities 
and  Withdrawals  of 
substantial  employers 


FY  76 


680 


36 


422 


46 


602 


67 


1,293 


26 


1,584 


54 


1,458 


101 


1,677 


111 


1,473 


176 
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Regulations 


Introduction 

Ihe  PBGC  is  responsible  for  preparing  regula- 
tions that  address  a  variety  of  issues.  Regulatory  sub- 
jects may  range  from  equitable  interest  and  payment 
rates  to  clarification  of  withdrawal  procedure  and 
administrative  duties.  To  avoid  adding  to  the  regula- 
tory burdens  already  in  existence,  the  Corporation 
has  initiated  a  threshold  review  process  that  must 
precede  the  issuance  of  any  new  regulations.  The  fol- 
lowing questions  must  be  asked:  (1)  is  the  regulation 
necessary  (i.e.,  mandated  by  law  or  needed  to  carry 
out  the  requirements  of  the  program)?  (2)  does  it 
reduce  or  increase  regulatory  burdens?  (3)  can  its 
purposes  be  achieved  in  a  simpler  or  less  costly  way? 
This  process  will  reinforce  the  PBGC  policy  to  mini- 
mize regulatory  impositions,  insofar  as  such  minimi- 
zation is  consistent  with  program  requirements. 


Multiemployer  Regulations 

The  Multiemployer  Pension  Plan  Amendments 
Act  of  1980  (MPPAA)  authorized  the  PBGC  to 
develop  new  regulations  for  implementing  its  various 
provisions.  The  PBGC  issued  five  proposed  multiem- 
ployer regulations  in  FY  1983.  The  following  para- 
graphs briefly  describe  the  proposed  multiemployer 
regulations. 

Collection  of  Withdrawal  Liability — Interest  on  Delin- 
quent Withdrawal  Liability  Payments:  According  to  section 
4219(c)  (6)  of  MPPAA,  if  employers  default  or  are 
delinquent  in  withdrawal  liability  payments  to  a 
multiemployer  plan,  the  interest  rates  charged  to 
those  employers  must  be  based  on  prevailing  market 
rates  for  comparable  obligations. 

In  February  1983,  the  PBGC  issued  a  proposed 
regulation  that  would  establish  the  interest  rate  to  be 
charged  for  overdue  and  defaulted  liability  owed  to 
multiemployer  plans,  and  would  give  plan  adminis- 
trators the  authority  to  adopt  alternative  rates.  The 
interest  rate  specified  in  the  proposed  regulation  is 
the  prime  rate  as  specified  by  the  Federal  Reserve 
Board.  The  regulation  also  would  establish  rules  for 
determining  when  plans  may  declare  an  employer  in 
default. 


Sales  of  Assets — Exemptions  from  Two  Requirements:  If 
employers  cease  to  contribute  to  multiemployer  plans 
because  they  are  selling  their  assets,  this  action  is 
considered  a  withdrawal  from  the  plan.  However,  ac- 
cording to  section  4204  of  MPPAA,  it  will  not  be 
considered  a  withdrawal  if  the  sale  meets  certain 
requirements.  MPPAA  authorized  the  PBGC  to 
waive  two  of  these  requirements:  the  purchaser's 
bond/escrow  and  the  sales  contract. 

In  February  1983,  PBGC  published  a  proposed 
regulation  providing  for  automatic  waivers  when  cer- 
tain conditions  specified  in  the  regulation  are  satis- 
fied. 

Supplemental  Guarantee  Program:  According  to  sec- 
tion 4022(A)(g)  (2)  of  MPPAA,  the  PBGC  must  issue 
regulations  for  the  establishment  of  a  supplemental 
program  to  guarantee  benefits  that,  because  of 
MPPAA-imposed  limitations,  are  not  guaranteed  by 
the  PBGC.  This  supplemental  guarantee  program 
must  be  self-supporting,  and  participation  in  it  must 
be  voluntary. 

In  February  1983,  the  PBGC  issued  a  proposed 
regulation  for  implementing  such  a  program.  The 
regulation  addresses  premiums,  eligibility  for  cover- 
age, amount  of  coverage,  and  payment  of  supplemen- 
tal benefits  by  the  PBGC. 

Duties  of  Sponsors  of  Plans  Terminated  by  Mass 
Withdrawals — Notices  of  Benefit  Reductions  and  Suspensions: 
Section  4281  of  MPPAA  contains  rules  on  the 
administration  and  payment  of  benefits  under  mul- 
tiemployer plans  that  have  terminated  as  a  result  of 
mass  withdrawals.  Under  certain  circumstances,  the 
plan  sponsor  must  amend  the  plan  to  eliminate  bene- 
fits that,  under  section  4022(A)  of  MPPAA,  are  not 
guaranteed  by  the  PBGC.  In  addition,  if  terminated 
plans  become  insolvent,  sponsors  must  suspend  pay- 
ment of  any  benefits  in  excess  of  those  guaranteed 
under  section  4022(A). 
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The  PBGC  is  required  to  write  a  regulation  on 
the  plan  sponsor's  statutory  obligation  to  notify  par- 
ticipants of  benefit  reductions  and  suspensions.  That 
regulation  was  proposed  in  June  1983.  The  proposed 
regulation  also  establishes  deadlines  by  which  spon- 
sors must  make  determinations  of  plan  solvency. 

Arbitration  of  Disputes  in  Multiemployer  Plans:  Section 
4221  of  MPPAA  states  that  any  dispute  between  an 
employer  and  the  sponsor  of  a  multiemployer  plan 
regarding  withdrawal  liability  must  be  resolved 
through  arbitration.  Section  4221(a)  (2)  of  ERISA 
states  that  the  PBGC  shall  establish  fair  and  equita- 
ble rules  of  procedure  for  the  arbitration  of  such  dis- 
putes. 

In  July  1983,  the  PBGC  issued  a  proposed  regu- 
lation establishing  such  rules  of  procedure. 


Single-Employer  Regulations 

The  PBGC,  in  its  Single-Employer  Program, 
follows  the  intent  of  ERISA  by  developing  regulations 
that  (1)  provide  the  specific  conditions  under  which 
the  PBGC  guarantees  benefits  to  participants  and 
their  beneficiaries  and  (2)  simplify  procedures  fol- 
lowed by  plan  administrators. 

Early  in  FY  1983,  the  PBGC  issued  a  final 
regulation  simplifying  the  termination  filing  proce- 
dure. This  is  part  of  the  Administration's  deregula- 
tion mandate.  The  simplified  procedure,  called  "One 
Stop,"  allows  plan  administrators  to  file  with  the 
PBGC  and  the  Internal  Revenue  Service  (IRS)  one 
set  of  documents,  jointly  agreed  upon  by  the  PBGC 
and  the  IRS.  Thus,  a  single  form  serves  to  both 
request  termination  of  the  plan  and  obtain  a  qualifi- 
cation letter  from  the  IRS.  This  new  regulation  sub- 
stantially simplifies  the  termination  procedure  for 
plan  administrators  with  no  loss  in  efficiency  to  the 
Government. 

The  PBGC  also  issued  two  proposed  single- 
employer  regulations  during  FY  1983.  The  first,  an 
amendment  to  the  reportable  events  regulations, 
would  eliminate  certain  reporting  requirements  for 
both  single-employer  and  multiemployer  plans  and 
would  reduce  the  number  of  events  that  must  be 
reported.  The  second,  an  amendment  to  the  PBGC's 
administrative  review  regulation,  would  streamline 
the  Corporation's  administrative  appeals  procedures. 


Also,  during  FY  1983,  the  PBGC  substantially 
completed  its  development  of  a  regulation,  applicable 
to  insufficiently  funded  plans,  that  governs  both  the 
early  cutback  of  plan  benefits  to  Title  IV  levels  and 
the  recoupment  of  post-termination  overpayments  in 
excess  of  those  levels. 

The  PBGC  is  continuing  to  develop  its  regula- 
tions on  the  valuation  of  insurance  contracts  and  on 
a  simplified  procedure  for  demonstrating  plan  asset 
sufficiency. 


Single-Employer  Legislation 

As  previously  reported,  opportunities  for  abuse 
exist  in  current  single-employer  legislation.  For  exam- 
ple, an  ongoing  employer  with  little  or  no  net  worth 
may  find  it  advantageous  to  terminate  an  under- 
funded plan,  shifting  its  pension  obligations  to  the 
PBGC  and,  through  the  PBGC's  premium  system,  to 
other  plan  sponsors.  Another  abuse  that  occurs  under 
current  law  is  the  transfer  of  unfunded  pension  liabil- 
ities from  a  stronger  to  a  weaker  employer  that  subse- 
quently terminates,  causing  a  loss  for  the  PBGC's 
premium  system.  The  law  must  be  changed  to  clearly 
state  that  such  shifting  of  liabilities  to  the  PBGC  is 
unlawful. 

In  FY  1982,  PBGC  officials  testified  in  support 
of  legislation  to  close  those  loopholes.  Also  in  FY 
1982,  the  PBGC's  Executive  Director  Edwin  M. 
Jones  had  requested  a  premium  increase  from  $2.60 
to  $6.00  per  participant  in  the  Single-Employer  Pro- 
gram, effective  for  plan  years  beginning  on  or  after 
January  1,  1983.  By  the  end  of  FY  1983,  the  loop- 
holes had  not  been  closed  and  the  premium  increase 
had  not  been  acted  upon. 

In  FY  1983,  PBGC  officials  testified  in  support 
of  two  new  bills  that  would  address  both  situations, 
S.1227  in  the  Senate  and  H.R.3930  in  the  House. 
The  PBGC  staff,  the  congressional  staff,  representa- 
tives of  the  interested  public,  and  Administration 
representatives  worked  together  for  passage  of  the  two 
bills.  Neither  bill  was  acted  on  in  FY  1983. 

The  PBGC  will  continue  its  work  to  achieve 
these  legislative  goals  in  FY  1984. 
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Legal  Activities 


1 1 


Introduction 

At  the  end  of  FY  1983,  the  PBGC  had  154 

cases  in  litigation;  in  contrast,  142  cases  were  in  liti- 
gation at  the  end  of  FY  1982.  These  totals  do  not 
include  the  more  than  280  uncontested  claims  still  in 
bankruptcy  courts. 

The  following  sections  highlight  FY  1983  court 
decisions  that  may  impact  significantly  on  the  Single- 
Employer  Program  and  on  current  constitutional  liti- 
gation concerning  the  Multiemployer  Act. 


Single-Employer  Litigation 

PBGC  v.  Potash 

Several  employers,  including  the  Great  Atlantic 
and  Pacific  Tea  Company  (A&P),  had  been  con- 
tributing to  the  Retail  Clerks  Regional  Pension  Fund. 
When  A&P  stopped  contributing  to  the  Fund,  the 
PBGC  performed  an  extensive  administrative  review, 
as  a  result  of  which,  the  Corporation  determined  that 
the  Fund  is  an  aggregate  of  separate  pension  plans, 
each  maintained  by  a  contributing  employer.  The 
PBGC  then  filed  for  a  court  order  that  would  ter- 
minate A&P's  plan  and  appoint  the  PBGC  as  statu- 
tory trustee.  A&P  opposed,  contending  that  the  Fund 
is  not  an  aggregate  of  separate  plans  but  a  single  plan 
that  has  not  terminated  and,  therefore,  that  the 
PBGC  has  no  authority  to  guarantee  benefits. 

A  U.S.  district  court  reviewed  the  PBGC's  action, 
basing  its  review  on'the  Corporation's  administrative  rec- 
ord. The  court  held  that  the  PBGC's  standard  for 
determining  that  the  Fund  is  an  aggregate  of  separate 
plans  is  correct.  The  court,  however,  retained  juris- 
diction and  remanded  the  case  to  the  PBGC  for 
determination  of  whether,  on  an  ongoing  basis,  the 
assets  attributable  to  A&P  could  cover  the  benefits  of 
all  the  Fund's  participants  or  only  of  those  who  had 
worked  for  A&P. 

PBGC  v.  Broadway  Maintenance  Corporation 

In  1978,  the  Broadway  Maintenance  Corpora- 
tion (Broadway)  filed  a  petition  under  Chapter  XI  of 
the  Bankruptcy  Act  and  mistakenly  believed  that  this 
filing  terminated  a  company  pension  plan.  Upon 
learning  that  Broadway  wished  to  terminate  the  plan, 
the  PBGC  filed  claims  in  the  bankruptcy  proceeding 


for  unpaid  contributions  and  statutory  liability  and 
indicated  that  it  would  take  action  to  have  the  plan 
legally  terminated.  Then,  in  March  1981,  Broadway 
filed  a  Notice  of  Intent  to  Terminate  the  plan.  In  the 
U.S.  district  court,  Broadway  requested  that  the  court 
establish  a  retroactive  plan  termination  date  prior  to 
December  1979.  The  PBGC  took  the  position  that 
the  plan  termination  date  should  be  10  days  after  the 
filing  of  the  Notice  of  Intent  to  Terminate.  The  dis- 
trict court  selected  a  retroactive  date  between  the 
dates  proposed  by  the  two  parties. 

On  appeal,  a  U.S.  court  of  appeals  decided  that, 
because  the  PBGC  had  indicated  its  intention  to  have 
the  plan  involuntarily  terminated,  the  termination 
proceeding  was  involuntary.  Therefore,  the  date  of 
termination  was  to  be  established  by  the  district  court 
rather  than  by  the  PBGC's  claim  of  an  implied  pro- 
posed date  10  days  after  the  filing  of  the  Notice  of 
Intent  to  Terminate.  The  court  of  appeals  indicated 
that  two  factors  were  to  be  considered:  (1)  the  par- 
ticipants' expectations  of  plan  continuation  as  indi- 
cated by  the  employer's  actual  notice  of  the  plan  ter- 
mination, and  (2)  the  financial  implications  of 
termination  for  the  PBGC.  The  interest  of  the 
employer  was  not  under  consideration.  The  case  was 
remanded  to  the  district  court  to  determine  the  date 
of  termination  on  the  basis  of  these  criteria. 

Bechtel  v.  PBGC 

At  issue  is  the  right  of  the  PBGC  to  recoup 
amounts  exceeding  guaranteed  benefit  levels  that 
were  paid  to  participants  after  the  date  of  plan  termi- 
nation. Bechtel  sought  to  prevent  the  PBGC  from 
reducing  its  benefit  payments  by  10  percent  to 
recoup,  over  time,  those  excess  payments.  A  U.S.  dis- 
trict court  denied  a  motion  for  a  preliminary  injunc- 
tion. Among  the  grounds  cited  for  the  denial  were 
the  following:  Bechtel  failed  to  demonstrate  irrepara- 
ble injury  caused  by  the  reduction,  and  plan  trustees 
have  the  authority  and  the  obligation  to  recoup  over- 
payments that  were  based  on  incorrect  estimates. 
Bechtel's  request  for  a  permanent  injunction  is  still 
before  the  district  court. 
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PBGC  v.  Ouimet  Corporation 

In  this  employer-liability  action,  a  U.S.  court  of 
appeals  held  that  the  employer  maintaining  a  plan  at 
termination  was  actually  a  group  of  businesses  under 
common  control.  The  court  further  held  that  these 
businesses  were  jointly  and  severally  liable  for  which- 
ever was  less,  the  plan's  asset  insufficiency  or  30  per- 
cent of  the  employer's  net  worth. 

On  a  second  appeal,  the  court  (1)  rejected  the 
defendant's  contention  that  it  is  unconstitutional  to 
impose  liability  associated  with  the  period  prior  to 
the  creation  of  the  commonly  controlled  group  on 
members  of  that  group  other  than  the  plan  sponsor, 
(2)  held  that  compound  interest  at  the  floating  rate 
established  under  section  6621  of  the  Internal  Reve- 
nue Code  accrues  on  employer  liability  from  the  date 
of  plan  termination,  and  (3)  allocated  the  initial 
responsibility  for  payment  of  the  liability  to  the  non- 
bankrupt  members  of  the  commonly  controlled 
group. 

PBGC  v.  Dickens 

In  this  plan  termination  action,  the  PBGC 
asked  a  U.S.  district  court  to  declare  which  business 
constituted  the  "employer"  maintaining  the  plan  at 
the  date  of  termination. 


A  parent  corporation  owned  100  percent  of  the 
plan  sponsor's  stock  on  the  date  of  termination.  It 
had  purchased  that  stock  for  $1  only  a  few  weeks 
earlier  in  an  attempt  to  obtain  bankruptcy  court 
approval  to  reorganize  the  bankrupt  plan's  sponsor. 
The  bankruptcy  court,  however,  decided  that  the 
sponsor  should  be  liquidated  rather  than  reorganized. 
The  parent  corporation  transferred  the  stock  back  to 
its  former  owner. 

The  district  court  decided  that  the  parent  was 
not  part  of  the  employer,  even  though  the  entities  met 
the  stock  ownership  test  of  a  commonly  controlled 
group  of  businesses,  and  fell  within  the  meaning  of 
the  term  "employer"  under  Title  IV  of  ERISA.  A 
U.S.  court  of  appeals  affirmed  the  decision,  holding 
that,  under  the  circumstances,  the  parent's  ownership 
did  not  provide  the  parent  with  any  control,  and, 
without  control,  the  parent  was  not  part  of  the 
employer  maintaining  the  plan. 

In  Re  Syntex  Fabrics,  Inc.  Pension  Plan 

In  this  voluntary  plan  termination  action,  the 
employer  contended  that  the  date  of  plan  termination 
should  be  the  date  on  which  the  employer  laid  off  all 
of  its  employees.  A  Notice  of  Intent  to  Terminate  was 
submitted  to  the  PBGC  nine  months  after  the  layoff 
took  place.  In  the  Notice,  the  employer  proposed  a 
date  of  termination  13  days  after  the  submission.  The 
PBGC  maintained  that  because  the  law  (29  US.C. 
section  1341(a))  requires  that  the  plan  administrator 
notify  the  PBGC  of  its  intent  to  terminate  a  plan  at 
least  10  days  before  a  proposed  termination  date,  the 
U.S.  district  court  should  not  establish  a  retroactive 
date. 

Despite  the  considerable  problems  retroactive 
termination  dates  present  in  the  administration  of 
Title  IV  of  ERISA,  the  district  court  did  establish 
one.  A  U.S.  court  of  appeals  reversed  this  decision.  It 
decided  that  the  PBGC's  acceptance  of  the  plan 
administrator's  proposed  date  established  that  date  as 
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the  date  of  plan  termination  and  that  Syntex  Fabrics, 
Inc.,  could  not  change  its  mind.  The  U.S.  court  of 
appeals  held  that  the  district  court  intervention  in  this 
aspect  of  the  termination  was  unauthorized. 

PBGC  v.  Harris  and  Sons  Steel  Company 

Harris  and  Sons  Steel  Company  (Harris)  estab- 
lished a  pension  plan  in  1964.  In  July  1972,  Harris 
closed  the  plant  in  which  all  the  plan  participants 
worked  and  opened  a  new  plant,  with  a  few  par- 
ticipants transferring  to  the  new  plant.  Under  a  col- 
lective bargaining  agreement,  Harris  continued  to 
make  contributions  to  the  plan  for  the  transferred 
participants  and  for  the  new  employees  working  at 
the  new  plant.  Harris  subsequently  decided  to  ter- 
minate the  plan.  In  this  plan  termination  action,  the 
U.S.  district  court  established  that  (1)  August  15, 
1976,  was  the  date  of  the  plan  termination,  (2)  a  par- 
tial termination  had  occurred  in  1972,  and  (3)  par- 
ticipants with  vested  benefits,  whose  employment 
ceased  in  1972,  were  not  covered  by  ERISA's  plan 
termination  insurance.  A  U.S.  court  of  appeals 
reversed  this  decision.  It  held  that  no  part  of  the  plan 
terminated  until  August  15,  1976,  and  that  the 
PBGC  is  statutorily  required  to  guarantee  benefits  of 
participants  whose  employment  was  terminated  dur- 
ing or  before  July  1972. 

LLC  Corp..  v.  PBGC 

LLC  Corporation  (LLC),  a  plan  sponsor,  sued 
for  an  injunction  directing  the  PBGC  to  approve  a 
reversion  of  all  residual  assets  in  a  terminated  plan  to 
LLC.  The  PBGC  contended  that,  because  the  plan 
required  employee  contributions,  the  portion  of  the 
residuals  attributable  to  employee  contributions 
should  be  paid  to  the  employees  pursuant  to  29 
U.S.C.  Section  1334(d).  A  U.S.  district  court  agreed 
with  the  PBGC  and  awarded  a  portion  of  the  residual 
assets  to  participants.  A  U.S.  court  of  appeals 
reversed  this  decision.  It  concluded  that,  because  the 
employees  were  responsible  only  for  fixed  contribu- 
tions, while  LLC  was  responsible  for  contributing  the 
amount  above  the  employee  contributions  necessary 
to  fund  the  plan  benefits,  none  of  the  residuals  were 
attributable  to  employee  contributions. 


Multiemployer  Litigation 

By  the  end  of  FY  1983,  the  PBGC  had  records 
of  some  150  challenges  to  the  constitutionality  of  the 
withdrawal  liability  provisions  of  Title  IV  of  ERISA. 
The  PBGC  is  responding  to  the  25  cases  in  which  the 
Corporation  is  a  defendant  and  is  monitoring  the 
remaining  cases,  participating  in  some  instances  as  a 
friend  of  the  court  (amicus  curiae). 

The  PBGC  records  show  that  by  the  end  of  FY 
1983,  31  U.S.  district  courts  and  two  U.S.  courts  of 
appeals  had  issued  decisions  on  withdrawal  liability 
provisions.  All  courts  found  post-enactment  with- 
drawal provisions  constitutional.  Ten  district  courts 
and  one  court  of  appeals  found  pre-enactment  with- 
drawal provisions  constitutional.  Seven  district  courts 
and  one  court  of  appeals  found  the  pre-enactment 
withdrawal  provisions  unconstitutional. 

The  following  are  significant  court  decisions  that 
occurred  during  FY  1983. 

R.A.  Gray  &  Co.  v.  PBGC 

In  this  case,  the  employer  appealed  a  U.S.  dis- 
trict court  decision  that  upheld  the  constitutionality 
of  the  withdrawal  liability  provisions  of  Title  IV  of 
ERISA  as  applied  to  a  pre-enactment  withdrawal. 
The  U.S.  court  of  appeals  reversed  the  lower  court's 
decision,  finding  the  law  unconstitutional  in  that 
respect  only.  The  PBGC  is  now  awaiting  the  result  of 
its  appeal  to  the  U.S.  Supreme  Court. 

Republic  Industries  Inc.  v.  Teamsters  Joint  Council  83  Pension 

The  employer  appealed  a  U.S.  district  court 
decision  upholding  the  constitutionality  of  the  with- 
drawal liability  provisions  of  a  pre-enactment  with- 
drawal. The  PBGC  participated  as  amicus  curiae.  The 
U.S.  court  of  appeals  found  the  law  constitutional, 
thus  directly  disagreeing  with  the  Gray  court.  The 
employer  has  petitioned  the  U.S.  Supreme  Court  for 
a  review  of  the  proceedings  (writ  of  certiorari). 

Spector  Red  Ball  v.  PBGC 

In  this  action,  the  employer  requested  that  a 
U.S.  bankruptcy  court  declare  the  post-enactment 
withdrawals  under  the  withdrawal  liability  provisions 
of  Title  IV  unconstitutional.  A  nonbankrupt  parent 
and  several  subsidiaries  were  permitted  to  intervene 
and  challenge  the  constitutionality  of  commonly  con- 
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trolled  group  liabilities.  The  PBGC  and  several 
defendant  pension  funds  requested  that  the  district 
court  decide  the  case.  The  district  court  held  that  the 
law  is  constitutional  in  all  challenged  respects.  The 
plaintiffs  have  appealed. 


Freedom  of  Information  and  Privacy  Acts 

In  calendar  year  1983,  the  PBGC  received  ap- 
proximately 700  requests  for  information  under  the 
Freedom  of  Information  Act  (FOIA)  and  Privacy 
Act,  17  percent  more  than  in  calendar  year  1982. 
This  increased  activity  is  due  to  (1)  the  greater  use  of 
the  PBGC's  regulation  providing  for  administrative 
review  of  agency  decisions  (which  includes  Privacy 
Act  and  FOIA  access),  and  (2)  the  increased  use  of 
FOIA  as  an  information-discovery  device  for  both 
pending  and  potential  litigation.  Passage  of  the 
Multiemployer  Pension  Plan  Amendments  Act  of 
1980  heightened  interest  in  agency  interpretations  of 
the  statute,  and  this  interest  continues.  The  addi- 
tional volume  of  written  FOIA  requests  received  in 
1983  reflects  increased  public  awareness.  The  Corpo- 
ration expects  the  increase  in  FOIA  requests  to  con- 
tinue in  1984. 


Appeals  Board 

The  PBGC's  "Rules  for  Administrative  Review 
of  Agency  Decisions"  (29  CFR  2618,  recodified  as  29 
CFR  2606),  issued  July  19,  1979,  established  an 
Appeals  Board  to  review  and  decide  appeals  of  the 
agency's  initial  determinations,  starting  with  determi- 
nations made  on  or  after  August  20,  1979.  The 
Appeals  Board  reviews  initial  decisions  concerning  (1) 
entitlement  to  termination  insurance  coverage,  (2) 
entitlement  to  guaranteed  benefits,  and  (3)  obliga- 
tions for  payment  of  employer  liability.  Aggrieved 
parties  are  allowed  45  days  after  the  date  of  the 
PBGC  determination  in  which  to  file  an  appeal  or  to 
request  a  filing  extension. 

The  appeals  process  allows  the  agency  to  review 
its  decisions  without  burdening  itself  or  aggrieved 
parties  with  costly  litigation.  Appeals  Board  decisions 
are  final  agency  decisions  and  are  subject  to  review 
by  a  U.S.  district  court. 


Appeals  Activity:  During  FY  1983,  the  backlog  of 
appeals,  which  had  been  accumulating  since  1979, 
reached  an  acute  stage.  The  Executive  Director  took 
a  number  of  steps  to  help  remedy  the  situation.  On 
April  21,  1983,  the  rules  governing  the  Appeals  Board 
were  amended  to  provide  for  a  Chairman.  The 
Board  was  reorganized  with  two  full-time  Board 
members  and  a  senior  actuary  assigned  to  the  staff. 
Previously,  various  PBGC  officials,  or  their  designees, 
had  served  as  part-time  Board  members. 

Some  400  appeals  were  pending  when  the  Rules 
were  amended.  Within  six  months,  the  backlog  was 
reduced  by  50  cases,  even  though  more  than  100  new 
appeals  were  filed.  And  more  cases  were  closed  in  the 
last  six  months  of  FY  1983  than  had  been  closed  in 
all  of  FY  1982.  Table  IV  shows  caseloads  from  FY 
1979,  when  the  Appeals  Board  was  established, 
through  FY  1983. 


Table  IV:  Appeals  Caseloads 


Pending  at 

Appeals 

Cases 

end  of  period 

docketed 

closed 

(cumulative) 

FY  1979 

1 

0 

1 

FY  1980 

212 

21 

192 

FY  1981 

187 

128 

251 

FY  1982 

142 

147 

246 

FY  1983 

1st  Quarter 

172 

34 

384 

2nd  Quarter 

44 

29 

399 

3rd  Quarter 

42 

58 

383 

4th  Quarter 

82 

112 

353 

FY  1983    (TOTAL)       340         233  353 

TOTAL  CASES  890         539  N/A 
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Financial  Activities 


I  he  Financial  Statements  for  the  year  ended 
September  30,  1983,  show  a  $195.6  million  net 
operating  loss  for  the  Single-Employer  and  Multiem- 
ployer Programs.  Such  amounts  reflect  a  $190.5  mil- 
lion loss  for  the  Single-Employer  Program  and  a  $5.1 
million  loss  for  the  Multiemployer  Program. 

The  PBGC's  investments  and  liabilities  are  both 
valued  at  market.  As  such,  both  the  PBGC's  invest- 
ment income  and  actuarial  charges  are  sensitive  to 
changes  in  interest  rates.  As  in  past  years,  investment 
income  and  actuarial  charges  match  closely;  the 
impact  of  declining  interest  rates  on  the  PBGC's 
actuarial  charge  was  largely  offset  by  very  favorable 
investment  income. 

The  Multiemployer  Program  incurred  its  first 
loss  since  enactment  of  the  Multiemployer  Pension 
Plan  Amendments  Act  of  1980  (MPPAA).  This  loss 
resulted  primarily  from  the  establishment  of  a  reserve 
for  losses  from  estimated  nonrecoverable  future  finan- 
cial assistance. 

More  detailed  information  concerning  the 
PBGC's  financial  results  for  FY  1983  can  be  found  in 
the  Financial  Statements  (beginning  on  page  24)  and 
the  Actuarial  Report  (beginning  on  page  42). 


Assets  and  Investment  Management 

The  PBGC  is  able  to  report  outstanding  invest- 
ment results  for  FY  1983,  with  the  commingled  trust 
funds  showing  a  positive  return  of  45.9  percent,  some 
190  basis  points  above  the  Standard  and  Poor's  500  Index. 

Investment  Structure:  The  PBGC  maintains  two 
programs,  each  consisting  of  a  revolving  fund  and  a 
trust  fund,  to  finance  each  of  its  pension  insurance 
programs  covering  multiemployer  and  single- 
employer  plans.  The  revolving  funds  provide  for  the 
collection  of  premiums,  for  the  expenditures  for  the 
PBGC  administration,  and  for  the  payment  of  the 


unfunded  portion  of  pension  benefits.  The  trust 
funds  consist  of  assets  that  the  PBGC  acquires  or 
expects  to  acquire  when  it  becomes  the  trustee  as  well 
as  those  sums  recovered  or  expected  to  be  recovered 
as  employer  liability  payments. 

Revolving  Funds:  The  revolving  funds  provide  for 
(1)  the  collecting  of  premiums,  (2)  the  Corporation's 
administrative  expenditures,  and  (3)  payment  of  por- 
tions of  pension  benefits  that  are  unfunded  by  trust 
funds.  The  revolving  funds  consist  of  U.S.  Govern- 
ment securities  and  had  a  net  market  value  of  $289 
million  as  of  September  30,  1983.  The  PBGC's  fixed- 
income  investment  advisor,  Pacific  Investment  Man- 
agement Co.,  assists  the  PBGC  in  selecting  Treasury 
securities  for  revolving  funds  investments. 

Trust  Funds:  Trust  funds  consist  of  assets  in 
(1)  commingled  funds,  (2)  trusteed  plans,  (3)  plans 
pending  trusteeship,  (4)  plans  pending  termination, 
and  (5)  all  sums  recovered  in  employer  liability  pay- 
ments. When  the  PBGC  takes  over  trusteeship,  it 
generally  commingles  assets  and  invests  them  in  a 
diversified  portfolio  of  public  and  private  sector  secu- 
rities, which  are  managed  by  outside  investment 
management  firms  on  retainer  to  the  PBGC.  Each 
firm  operates  within  its  own  area  of  specialized  in- 
vestment expertise,  subject  to  the  PBGC's  guidelines. 
The  PBGC  establishes  investment  guidelines,  and 
overall  policy  in  consultation  with  its  Advisory  Com- 
mittee (whose  members  are  listed  on  page  56)  and 
other  expert  advisors. 

The  net  market  value  of  the  PBGC's  trust  funds 
as  of  September  30,  1983,  was  approximately  $808 
million,  with  commingled  trust  funds  worth  $421 
million,  other  trusteed  assets  worth  $223  million,  and 
assets  pending  trusteeship  worth  $164  million. 
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Custodian  Bank  and  Investment  Managers:  The 
PBGC's  custodian  bank,  State  Street  Bank  and  Trust 
Co.,  serves  as  a  central  depository  for  trust  funds. 
During  FY  1983,  $112.8  million  was  transferred  to  the 
custodian  bank  from  trusteed  pension  plans,  whereas 
in  FY  1982,  only  $26.5  million  was  transferred.  In 
addition  to  custodial  duties,  the  bank  assists  the 
PBGC  in  selling  non-readily  marketable  assets  from 
terminated  plans. 

The  Corporation's  investment  management 
firms  are  retained  to  administer  the  PBGC's  asset 
management  programs.  They  select  from  readily 
marketable  assets  of  trusteed  plans  those  assets  they 
wish  to  include  in  the  PBGC  investment  accounts. 
Then,  after  the  custodian  bank  sells  the  remaining 
assets,  the  investment  management  firms  reinvest  the 
cash  proceeds. 

The  custodian  bank  and  the  three  professional 
investment  management  firms — each  with  its  own 
area  of  expertise — are: 


Custodian  Bank:        State  Street  Bank  and  Trust  Co., 

Boston,  MA 


In  late  1983,  the  PBGC  initiated  a  search  for 
investment  managers  in  order  to  optimally  position 
its  investments  in  equities,  fixed  income,  and  real 
estate. 

The  search  commenced  with  a  review  of  over 
100  investment  managers  with  materials  provided  by 
Lewis-Bailey  Associates  and  Wilshire  Associates,  the 
PBGC's  consultants,  and  consulting  services  of  vari- 
ous brokers.  Almost  100  managers  were  interviewed 
personally  at  the  PBGC,  with  dozens  of  managers 
making  formal  presentations  to  the  investment  sub- 
committee of  the  PBGC  Advisory  Committee. 

Managers  under  consideration  supplied  the 
PBGC  with  performance  and  portfolio  data  in 
computer-accessible  form  with  which  the  PBGC 
established  a  comprehensive  computer  data  base  to 
analyze  the  candidates  according  to  various  criteria. 
The  primary  factors  considered  for  selection  were: 
(1)  performance,  (2)  strength  in  down  markets, 
(3)  demonstrated  disciplines  for  purchasing  and  sell- 
ing securities,  (4)  compatibility  within  the  selected 
group,  and  (5)  ability  to  conform  to  the  PBGC 
guidelines. 

The  selection  of  managers  will  be  made  by  the 
Corporation  based  on  the  recommendations  of  the 
Advisory  Committee. 


General  Equity  Manager: 


Growth  Equity  Manager: 


Fixed  Income  Manager: 


Alliance  Capital 

Management,  Inc., 

New  York,  NY 

Putnam  Advisory 

Company,  Inc. 

Boston,  MA 

Pacific  Investment 

Management  Co. 

Newport  Beach,  CA 


Investment  Performance:  The  PBGC,  in  addition  to 
the  counsel  of  the  Advisory  Committee,  is  advised  by 
a  number  of  investment  professionals  on  various 
aspects  of  its  investment  policy.  The  Corporation 
retains  Wilshire  Associates  of  Santa  Monica,  Califor- 
nia, to  evaluate  investment  performance;  Dr.  Irwin 
Tepper  assists  the  Corporation  in  structuring  a  finan- 
cial model  of  investment  assets  and  liabilities;  and 
Hunter  Lewis  advises  the  PBGC  on  investment 
strategy. 
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Table  V  shows  performance  figures  for  FY  1982 
and  FY  1983  and  annualized  five-year  returns  com- 
pared with  various  indices  for  the  corresponding 
periods.  The  performance  figures  for  the  PBGC's 
invested  assets  and  the  indices  have  been  adjusted  for 
the  reinvestment  of  dividends  and  interest,  including 
realized  and  unrealized  gains,  and  are  calculated  on 
a  time  weighted  basis. 

In  FY  1983,  the  PBGC  obtained  significantly 
higher  returns  on  the  commingled  trust  funds  com- 
pared with  FY  1982,  as  noted  in  Table  V. 

Premiums,  Benefit  Payments,  Reserve  for  Present 
Value  of  Guaranteed  Future  Benefits,  and  Reserve 
for  Estimated  Future  Financial  Assistance 

Premium  Income:  During  FY  1983,  premium 
income,  including  penalty  and  interest,  increased  by 
$1.9  million  to  a  total  of  $94.3  million  for  the  year. 


This  increase  was  due  primarily  to  new  plans  added 
and  improved  billing  procedures. 

Benefit  Payments  and  Reserve  for  Present  Value  of 
Guaranteed  Future  Benefits:  During  FY  1983,  the  PBGC's 
total  annual  benefit  payments  increased  by  $41.8  mil- 
lion to  a  total  of  $140.4  million  as  a  result  of  an 
accelerating  rate  of  recent  large  pension  plan  termi- 
nations. 

The  PBGC's  Reserve  for  Present  Value  of 
Guaranteed  Future  Benefits  grew  by  $449  million 
and  totalled  $1,595  million  at  the  end  of  FY  1983. 

Reserve  for  Estimated  Future  Financial  Assistance:  Dur- 
ing FY  1983,  a  Reserve  for  Estimated  Future  Finan- 
cial Assistance  was  established  for  $19  million.  This  is 
based  on  financial  assistance  the  PBGC  expects  to 
have  to  grant  in  the  future  and  that  it  does  not  expect 
will  be  repaid. 


Table  V:  Performance  Figures  by  Percentage  for  Revolving  Funds  and 
Trust  Funds 


L 

i_ 

I 

r 


Fiscal  Year 
1983 


Fiscal  Year 
1982 


Five  Years 

Ended 

September  30,  1983 

(Annualized) 


Revolving  Funds  — 
Government  Securities 

Lehman  Government 
Bond  Index 


+  12.5% 
+  13.4 


+  32.8% 
+  30.3 


+  7.4% 
+  10.1 


Trust  Funds  at 

Custodian  Bank 
Stocks 
Bonds 
Standard  &  Poor's  500  Index 
New  York  Stock 

Exchange  Index 
Corporate  Bond  Index 

(Salomon  Bros.  High 

Grade,  Long  Term) 
*SinceJune  30,  1983 


+  46.3 
+  3.5* 
+  44.0 

+  39.1 


+  16.9 


+  9.9 

N/A 
+  9.7 

+  9.3 


+  45.6 


+  17.7 

N/A 

+  15.9 

+  15.6 


+  6.4 
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Graphs:  The  following  graphs  highlight  key 
financial  aspects  of  the  Single-Employer  Program: 


•  Annual  losses  in  the  Single-Employer  Pro- 
gram have  increased  significantly  in  recent 
fiscal  years.  (Graph  1) 


•  As  a  result  of  these  losses,  the  single- 
employer  deficit  has  grown  dramatically, 
rising  from  $94.6  million  on  September  30, 
1980,  to  $523.3  million  as  of  September  30, 
1983.  (Graph  2) 


Graph  1:  Revenues  vs.  Charges 
Against  Revenues 


Dollars  in 

Millions 

500 


Single-Employer 


1975  1976  1977  1978  1979  1980  1981  1982  1983 
Fiscal  Ifear 


Graph  2 :  Accumulated  Deficit 


Dollars  in 
Thousands 

600,000 


500,000 


400,000 


300,000 


200,000 


100,000 


Single-Employer 


oil—I 


1975  1976  1977  1978  1979  1980  1981  1982  1983 
Fiscal  \fear 


'Includes  actuarial  charges,  administrative  expenses,  net  claims, 
and  adjustments  to  net  claims  of  prior  years. 


21 


•  The  ratio  of  annual  benefit  payments  to 
administrative  expenses  for  the  Single- 
Employer  Program  has  increased  sharply, 
indicating  that  administrative  expenses  have 
not  contributed  to  the  growth  in  the  single- 
employer  defict  or  the  PBGC's  premium 
needs.  (Graph  3) 


In  aggregate,  these  graphs  demonstrate  the 
urgent  need  for  passage  of  the  PBGC's  request  for  an 
increase  in  the  annual  single-employer  premium  rate 
for  plan  years  beginning  on  or  after  January  1,  1984. 


Graph  3:  Benefit  Payments  vs. 
Administrative  Expense 

Dollars  in  Single-Employer 

Thousands 
150,000 


Benefits 


100,000 


50,000 


Admin  Expenses 


1975  1976  1977  1978  1979  1980  1981  1982  1983 
Fiscal  \fear 
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Financial  Statements  Improvement  Program 

During  FY  1983,  the  PBGC  continued  to  make 
improvements  in  accounting,  in  internal  controls, 
and  in  stating  account  balances  to  overcome  the  defi- 
ciencies noted  in  the  audit  report  of  the  General 
Accounting  Office  (GAO)  covering  the  PBGC's  FY 
1980  Financial  Statements.  A  number  of  improve- 
ments recommended  by  the  GAO  were  adopted  in 
the  preparation  of  the  FY  1981  and  FY  1982  Finan- 
cial Statements,  and  others  have  been  included  in  the 
FY  1983  Financial  Statements. 

The  most  significant  of  our  liability  accounts  is 
the  Reserve  for  Present  Value  of  Guaranteed  Future 


Benefits.  The  methods  used  in  calculating  the  reserve 
amount  contributed  substantially  to  the  GAO's  ina- 
bility to  express  an  opinion  on  the  PBGC's  Financial 
Statements  for  FY  1980.  The  GAO  indicated  concern 
regarding  the  use  of  estimates  for  determining  this 
liability,  feeling  that  limited  data  and  unproven  esti- 
mation techniques  weakened  the  reliability  of  the  esti- 
mated values.  A  new  valuation  model  using  indi- 
vidual participant  data  has  been  implemented.  In 
response  to  this  concern,  the  PBGC  retained  outside 
assistance  from  Price  Waterhouse  &  Co.  and  Wyatt 
Company  to  develop  a  valuation  procedure  based  on 
individual  participant  data.  This  individual  par-, 
ticipant  valuation,  with  the  procedures  developed  in 
this  effort,  have  been  utilized  to  a  substantial  degree 
in  preparing  the  1983  Financial  Statements.  (See 
also,  the  Actuarial  Report,  page  42).  Work  on  the 
improvement  program  for  the  Reserve  for  Present 
Value  of  Guaranteed  Future  Benefits  is  continuing. 
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Introduction  to 
Financial  Statements 


lYIanagement  of  the  Pension  Benefit  Guaranty 
Corporation  (PBGC)  has  prepared  the  accompany- 
ing Statements  of  Financial  Condition  of  the  Corpo- 
ration as  of  September  30,  1983,  and  as  of  September 
30,  1982,  and  the  Statements  of  Operations  and 
Changes  in  Equity  and  Statements  of  Changes  in 
Financial  Condition  for  the  year  ended  September 
30,  1983,  and  the  year  ended  September  30,  1982. 

As  discussed  in  the  Annual  Report  for  fiscal 
years  1981  and  1982,  the  General  Accounting  Office 
(GAO)  issued  a  disclaimer  of  opinion  on  the  state- 
ments for  the  year  ended  September  30,  1980,  due  to 
material  accounting  and  estimating  problems  {pri- 
marily in  estimating  the  liability  for  the  present  value 
of  guaranteed  future  benefits),  due  to  internal  control 
problems,  and  due  to  other  factors  beyond  the  Cor- 
poration's control.  The  GAO  comments  did  not 
assert  that  the  liabilities  reported  for  the  present  value 
of  guaranteed  future  benefits  were  incorrect,  but 
rather  that  the  data  available  were  inadequate  to  pro- 
vide a  reliable  estimate. 

In  connection  with  their  audit  of  the  Corpora- 
tion's Financial  Statements  for  FY  1980,  the  GAO 
noted  that  progress  had  been  made  in  eliminating  the 
deficiencies  covered  in  their  previous  report.  The 
GAO's  management  review  in  FY  1983  observed  that 
significant  improvements  have  been  made  and  are 
continuing.  The  GAO  will  be  returning  to  the  Cor- 
poration for  a  review  of  FY  1984  Financial  State- 
ments. 

In  the  opinion  of  management,  the  Financial 
Statements  included  herein  present  fairly  the  finan- 
cial position  of  the  PBGC  as  of  September  30,  1983, 
and  September  30,  1982,  and  for  the  periods  then 
ended,  in  conformity  with  generally  accepted 
accounting  principles  and  actuarial  standards  applied 
on  a  consistent  basis. 


Single- Employer  Program 

As  discussed  in  Note  8  under  "Plans  Pending 
Termination,"  the  reserve  has  included  (1)  estimates 
of  guaranteed  benefits  of  specific  larger  plans  that 
terminated  subsequent  to  the  Corporation's  fiscal 
year-end  or  that  are  expected  to  terminate  in  the 
foreseeable  future,  (2)  certain  probable  net  losses 
from  small  plan  terminations  about  which  the  PBGC 
did  not  have  specific  knowledge  as  of  the  date  the 
Financial  Statements  were  prepared,  and  (3)  net 
losses  that  were  projected  based  on  events  reported  to 
the  Corporation.  For  fiscal  year  1983,  no  large  plans 
were  identified  and  the  probable  losses  for  small 
plans  were  determined  to  be  insignificant. 

There  continue  to  be  a  number  of  other  poten- 
tial large  plan  terminations  in  situations  in  which 
plan  sponsors  are  experiencing  financial  difficulties. 
The  PBGC's  liability,  should  any  of  these  plans  ter- 
minate, likely  would  be  less  than  the  individual  plan's 
unfunded  vested  benefit  liability  because,  frequently, 
the  PBGC  guaranteed  benefits  are  less  than  the 
vested  benefits  under  a  plan,  and  the  PBGC  has  cer- 
tain recovery  rights  from  plan  sponsors. 

Plans  of  many  other  sponsors  have  significant 
unfunded  guaranteed  benefits  in  excess  of  the  current 
statutory  PBGC  net  worth  recovery  provisions,  there- 
by potentially  providing  some  sponsors  with  a  finan- 
cial incentive  to  terminate  their  plans.  No  provision 
has  been  made  in  the  Financial  Statements  for  possi- 
ble PBGC  liabilities  that  could  result  from  termina- 
tions of  such  plans,  since  the  likelihood  of  these  liabil- 
ities eventuating  is  uncertain  and  cannot  be  estimated 
with  sufficient  reliability. 
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Multiemployer  Program 

The  insurable  event  for  multiemployer  plans  was 
changed  from  plan  termination  to  plan  insolvency  by 
the  Multiemployer  Act.  The  PBGC  does  not  make 
payments  from  its  revolving  funds  until  a  plan's 
assets  have  been  depleted.  At  that  point,  financial 
assistance  is  provided  by  the  PBGC  to  an  insolvent 
plan  as  a  loan.  Such  assistance  matures  into  a  claim 
only  when  the  plan's  contributing  employers,  and  in 
some  cases  withdrawn  employers,  are  financially  una- 
ble to  meet  the  plan's  benefit  and  other  debt  liability, 
including  the  PBGC  assistance. 

In  FY  1983,  a  reserve  was  established  for  esti- 
mated future  financial  assistance.  Several  plans  were 
identified  as  being  expected  to  require  future  finan- 
cial assistance  that  probably  will  not  be  recoverable 
by  the  PBGC.  Accordingly,  a  loss  from  financial 
assistance  was  recorded  and  a  corresponding  reserve 
was  established. 

Litigation 

As  discussed  in  Note  17,  "Litigation,"  there  is 
currently  pending  litigation  that  could  have  signifi- 
cant financial  implications  on  the  Single -Employer 
Program.  Some  of  the  major  issues  involve  the  ability 
of  the  Corporation  to  assess  and  collect  employer  lia- 
bility amounts  and  unpaid  employer  contributions  in 
certain  circumstances,  establishing  whether  termina- 
tions have  occurred,  and  whether  certain  benefits  are 
guaranteed  by  the  PBGC.  Although  management 
and  counsel  believe  that  the  PBGC's  position  in  these 
matters  will  be  upheld  by  the  courts,  neither  is  in  a 
position  to  predict  the  ultimate  outcome  of  this  litiga- 
tion. 

The  ultimate  resolution  of  legal  matters  dis- 
cussed in  the  preceding  paragraph  may  have  a  mate- 
rial impact  on  the  financial  condition  and  results  of 
operations  reported  in  the  Financial  Statements. 


^Management 's  Review  of  Changes  in  the  Statements  of 
Operations 

Operations  for  the  year  ended  September  30, 
1983,  resulted  in  a  loss  of  $195.6  million  as  compared 
to  a  loss  of  $131.7  million  for  the  prior  year. 

Premium  income  increased  by  $1.9  million  due 
principally  to  an  increase  in  the  number  of  plans 
covered  and  improved  billing  procedures. 

Investment  and  other  income  increased  by  $93.5 
million.  This  was  primarily  the  result  of  the  favorable 
performance  of  the  Corporation's  asset  management 
program. 

Losses  (gains)  from  plans  terminated  and  plans 
pending  termination  decreased  by  $34.5  million  in 
1983  to  $167.7  million.  This  was  the  third  largest  loss 
in  the  Corporation's  history. 

For  the  first  time  in  the  Corporation's  history, 
$19.1  million  was  recorded  for  losses  from  financial 
assistance.  (See  Note  4  for  a  further  discussion  of  the 
multiemployer  financial  assistance  program.) 

The  actuarial  charge  of  $267.7  million  rep- 
resents a  charge  resulting  from  the  increase  in  the 
present  value  of  the  Corporation's  liabilities  due  to 
the  passage  of  time,  the  change  in  the  assumed  rate 
of  interest,  and  prior  period  adjustments.  If  the  pro- 
grams were  fully  funded  and  the  actuarial  assump- 
tions were  achieved,  the  actuarial  adjustments  should 
equal  investment  and  other  income. 

Administrative  expenses  were  10.9  percent 
higher  in  1983  than  in  1982.  The  increases  can  be 
attributed  to  the  increased  activity  within  the  Corpo- 
ration, including  costs  associated  with  processing 
improvements,  and  normal  inflationary  increases. 


April  13,  1984 
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Pension  Benefit  Guaranty  Corporation 
Statements  of  Financial  Condition 


(Dollars  in  thousands) 


Assets 


Single-Employer  Fund 

September  30, 
1983  1982 


Multiemployer  Fund 

September  30, 
1983  1982 


Total 


September  30, 
1983  1982 


Investments  of  the  revolving  funds  and 

trusteed  plans,  at  market  —  Note  3 
Cash 

Premium  income  receivable  —  Note  10 
Notes  receivable  —  financial  assistance 

program,  net  —  Note  4 
Contributions  due  from 

employers  —  Note  5 
Installments  receivable  from 

insurance  companies 
Other  receivables  —  Note  6 
Amounts  due  from  employer 

liability  —  Note  7: 
By  agreement 

Estimated  future  settlements 
Investments  not  in  trusteeship,  at  market: 

Terminated  plans  pending  trusteeship, 
net  —  Note  3 

Plans  pending  termination  —  Note  8 
Furniture  and  equipment,  net  —  Note  15 


$759,084 

$538,059 

$45,425 

$34,038 

$804,509 

$572,097 

1,503 

400 

75 

20 

1,578 

420 

4,910 

4,732 

2,011 

2,073 

6,921 

6,805 

0 

0 

938 

321 

938 

321 

41,372 

18,432 

0 

0 

41,372 

18,432 

36,555 

5,320 

0 

0 

36,555 

5,320 

15,743 

3,614 

135 

86 

15,878 

3,700 

12,358 

4,048 

214 

714 

12,572 

4,762 

49,494 

69,098 

2,945 

2,401 

52,439 

71,499 

163,309 

128,544 

633 

645 

163,942 

129,189 

0 

62,000 

0 

0 

0 

62,000 

581 

591 

47 

51 

628 

642 

$1,084,909 

$834,838 

$52,423 

$40,349 

$1,137,332 

$875,187 

See  Notes  to  Financial  Statements. 

Certain  amounts  have  been  reclassified  in  1983  for  comparative  purposes. 
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Pension  Benefit  Guaranty  Corporation 
Statements  of  Financial  Condition 


(Dollars  in  thousands) 


Liabilities 


Single-Employer  Fund        Multiemployer  Fund 

September  30,  September  30, 

1983  1982  1983  1982 


Total 


September  30, 
1983  1982 


Reserve  for  present  value  of  guaranteed 
future  benefits  —  Note  8: 
Trusteed  plans 

Terminated  plans  pending  trusteeship 
Plans  pending  termination 
Reserve  for  estimated  future  financial 
assistance,  net  —  Note  9 


Unearned  premium  income  —  Note  10 
Accounts  payable  and  accrued  expenses  — 
Note  11 


Equity 

Accumulated  results  of  operations  —  (deficit) 
Commitments  and  contingencies  — 
Notes  8,  11,  17,  and  18 


See  Notes  to  Financial  Statements. 

Certain  amounts  have  been  reclassified  in  1 983  for  comparative  purpo. 


$1,226,000 

344,000 

0 

$679,000 
356,000 
103,000 

$24,000 

1,000 

0 

$26,200 

600 

0 

$1,250,000 

345,000 

0 

$705,200 
356,600 
103,000 

0 
1,570,000 

0 
1,138,000 

19,000 
44,000 

0 
26,800 

19,000 
1,614,000 

0 
1,164,800 

15,541 

15,064 

2,056 

2,043 

17,597 

17,107 

22,689 

14,600 

398 

434 

23,087 

15,034 

1,608,230        1,167,664 


(523,321)       (332,826) 


46,454  29,277         1,654,684        1,196,941 


5,969 


,084,909        $834,838  $52,423 


11,072         (517,352)       (321,754) 


),349        $1,137,332        $875,187 


27 


Pension  Benefit  Guaranty  Corporation 
Statements  of  Operations  and  Changes  In  Equity 


(Dollars  in  thousands) 


Revenues 


Premium  income  —  Note  10 
Investment  and  other  income  —  Note  12 
Total 


Expenses 


Single-Emplo' 

^er  Fund 

r  30, 
1982 

Multiemploye 
September 

1983 

r  Fund 

30, 
1982 

Total 

Septembe 
1983 

Septembei 
1983 

30, 
1982 

$  81,522 
188,321 

$   79,639 
96,152 

$12,762 

6,787 

19,549 

$12,758 

5,488 

18,246 

$  94,284 

195,108 

289,392 

$  92,397 
101,640 

269,843 

175,791 

194,037 

Losses  (gains)  from  plans  terminated 
and  plans  pending  termination  — 
Note  13 

Losses  from  financial  assistance  —  Note  14 
Administrative  expenses 
Actuarial  charges 
Total 

Results  of  operations  —  income  (loss) 

Accumulated  results  of  operations  — 
beginning  of  the  period  —  (loss) 

Accumulated  results  of  operations  — 
end  of  period  —  (loss) 


167,459 

202,912 

273 

(638) 

167,732 

202,274 

0 

0 

19,122 

0 

19,122 

0 

27,158 

24,191 

3,233 

3,201 

30,391 

27,392 

265,721 

92,721 

2,024 

3,360 

267,745 

96,081 

460,338 

319,824 

24,652 

5,923 

484,990 

325,747 

(190,495)        (144,033) 


(332,826)        (188,793) 


$(523,321)      $(332,826) 


(5,103) 


12,323 


(195,598)         (131,710) 


11,072  (1,251)  (321,754)        (190,044) 


i,969  $11,072  $(517,352)      $(321.754) 


See  Notes  to  Financial  Statements. 

Certain  amounts  have  been  reclassified  in  1983  for  comparative  purposes 
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Pension  Benefit  Guaranty  Corporation 
Statements  of  Changes  in  Financial  Condition 


(Dollars  in  thousands) 


Source  of  Funds  from  Operations 

Results  of  operations  —  income  (loss) 
Charges  to  operations  not  affecting 
cash  and  investments: 
Depreciation 

Present  value  of  liabilities  assumed 
Actuarial  charges 
Decrease  in  re.^  i  ve 

for  pending  terminations 
Increase  in  reserve  for 

future  financial  assistance 
Increase  in  unearned  premiums 
Total  provided  by  operations 


Single-Employer  Fund 

Year  Ended 

September  30, 

1983  1982 


$(190,495) 


(103,000) 

0 

477 
378,747 


444,033) 


Multiemployer  Fund 

Year  Ended 

September  30, 

1983  1982 


5,103)      $12,323 


Total 


Year  Ended 

September  30, 

1983  1982 


(23,000) 

0 
343 


403,695 


0 

19,000 
13 


15,955 


0 

77 


16,683 


19,000 
490 


394,702 


495,598)       $(131,710) 


153 

227 

21 

29 

174 

256 

405,891 

477,437 

0 

894 

405,891 

478,331 

265,721 

92,721 

2,024 

3,360 

267,745 

96,081 

(103,000)  (23,000) 


0 
420 


420,378 


Use  of  Funds 

Additions  to  furniture  and  equipment 
Increase  (decrease)  in  other  assets 
Increase  (decrease)  in  other 

liabilities 
Increase  (decrease)  in  investments  not 

in  trusteeship 
Increase  (decrease)  in  amounts  due 

from  employers  and  multiemployer 

financial  assistance 
Benefit  payments 
Total  uses 

Increase  in  cash  and  investments  of 
revolving  funds  and  trusteed  plans 


See  Notes  to  Financial  Statements. 

Certain  amounts  have  been  reclassified  in  1983  for  comparative  purposes. 


143 
66,482 

82 
15,633 

17 
(13) 

10 
(552) 

160 
66,469 

92 
15,081 

(8,089) 

(10,124) 

36 

(114) 

(8,053) 

(10,238) 

(27,235) 

83,114 

(12) 

91 

(27,247) 

83,205 

(11,294) 

136,612 

156,619 

35,723 

94,158 

218,586 

661 
3,824 
4,513 

1,256 
4,454 
5,145 

(10,633) 

140,436 

161,132 

36,979 

98,612 

223,731 

$222,128 

$185,109 

$11,442 

$11,538 

$233,570 

$196,647 
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Notes  to  Financial  Statements 

September  30,  1983  and  1982 


L 
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Organization 

I  he  PBGC  was  created  by  Title  IV  of  the 
Employee  Retirement  Income  Security  Act  of  1974 
(ERISA)  on  September  2,  1974.  The  PBGC  is  a 
Federal  Government  corporation  that  guarantees 
basic  pension  benefits.  This  coverage  is  provided 
within  statutory  limits  to  participants  in  covered 
single-employer  and  multiemployer  defined  benefit 
plans  that  meet  the  criteria  specified  in  section 
4021  of  ERISA. 

The  PBGC  is  organized  as  a  self-financed  cor- 
poration that  is  subject  to  the  provisions  of  the 
Government  Corporation  Control  Act.  The  Corpo- 
ration is  funded  through  premiums  paid  by  covered 
pension  plans  and  investment  performance. 

Single-Employer  and  Multiemployer  Funds:  The 
Single-Employer  Fund  includes  the  assets  and  lia- 
bilities of  all  such  defined  benefit  pension  plans  for 
which  the  PBGC  is  trustee,  for  those  plans  that 
have  terminated  and  are  expected  to  result  in 
PBGC  trusteeship,  and  for  those  plans  that  PBGC 
has  determined  are  pending  termination.  The 
PBGC's  loss  is  determined  as  of  the  date  of  termi- 
nation or,  in  the  case  of  plans  pending  termination, 
the  date  of  the  Financial  Statements.  The  loss  is 
equal  to  the  plan  asset  insufficiency  (present  value 
of  guaranteed  future  benefits  less  plan  assets 
acquired)  less  the  estimated  present  value  of 
amounts  expected  to  be  recovered  from  the 
employer(s).  The  latter  amount  is  collectible  from 
the  employer(s)  that  maintained  the  plan,  in 
accordance  with  the  employer  liability  provisions  of 
ERISA. 

The  Multiemployer  Fund,  like  the  Single- 
Employer  Fund,  includes  the  assets  and  liabilities  of 
all  such  defined  benefit  pension  plans  for  which  the 
PBGC  is  trustee.  For  those  multiemployer  plans 
that  terminated  prior  to  August  1,   1980,  the 
PBGC's  liability  was  recognized  as  of  the  date  that 
the  PBGC  agreed  to  grant  discretionary  benefit 
guarantees.  For  those  plans  that  terminated 
between  August  1,   1980,  and  September  25,  1980, 
the  liability  was  recognized  as  of  the  termination 
date.  From  September  26,   1980,  the  PBGC  must 
provide  funds  to  plans  satisfying  the  statutory  tests 
for  needing  financial  assistance.  Losses  are  recog- 


nized when  it  is  determined  that  present  or 
expected  future  financial  assistance  is  uncollectible. 
For  a  discussion  of  multiemployer  coverage,  refer  to 
Note  4. 

The  Statements  include  estimated  financial 
data  relating  to  certain  plans  for  which  actual  data 
was  unavailable  to  the  PBGC.  In  some  cases,  a 
final  determination  has  not  been  made  as  to  the 
effective  date  of  a  plan's  termination.  In  these 
cases,  the  Statements  reflect  the  date  of  termination 
that  the  PBGC  believes  is  most  appropriate  under 
the  circumstances.  Changes  in  these  and  other  esti- 
mated values  are  reflected  in  the  Financial  State- 
ments for  the  period  that  revised  or  final  data 
becomes  available. 


Note  1  —  Significant  Accounting  Policies 

Revolving  and  Trust  Funds 

The  PBGC  maintains  both  a  revolving  fund 
and  a  trust  fund  for  each  of  its  basic  benefit  pro- 
grams (single-employer  and  multiemployer).  These 
funds  are  maintained  on  an  accrual  basis.  For  pre- 
sentation in  the  Financial  Statements,  the  revolving 
and  trust  funds  have  been  combined  under  the  ap- 
propriate program.  The  single-employer  and  multi- 
employer programs,  however,  are  separate  entities; 
gains  from  one  cannot  be  used  to  offset  losses  from 
the  other. 

Asset  Valuation 

Investments  are  valued  at  the  fair  market 
value  for  both  the  revolving  fund  and  trust  fund. 
Other  assets  are  valued  at  cost  or  in  the  case  of 
receivables  at  the  estimated  realizable  value.  All 
assets  include  accrued  interest  to  fiscal  year-end, 
where  appropriate.  The  unallocated  portion  of 
insurance  contracts  are  valued  at  the  greater  of 

(1)  the  value  that  can  be  transferred  to  the  PBGC 
(its  cash-out  amount  based  on  the  present  value)  or 

(2)  the  value  to  the  PBGC  of  the  benefits  that 
could  be  purchased  through  conversion  of  the  con- 
tract to  fully  allocated  annuities  under  the  relevant 
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insurance  contract.  Any  gain  or  loss  in  the  value  of 
assets,  subsequent  to  the  date  of  termination, 
whether  realized  or  unrealized,  is  included  in 
investment  income  in  the  accompanying  Statements 
of  Operations.  (See  Note  3.) 

Premium  Income  Receivable  and  Unearned  Premium  Income 

All  premiums  are  recognized  as  revenues  as 
they  are  earned  during  the  year.  Premiums  that 
are  owed  and  have  not  been  paid  are  accrued,  and 
unearned  premiums  that  have  been  paid  are  amor- 
tized. (See  Note  10.) 

Financial  Assistance 

Financial  assistance  loans  are  recorded  as  a 
receivable  with  an  allowance  for  uncollectibility 
determined  on  a  case-by-case  basis.  Where  there  is 
a  determination  that  a  multiemployer  plan  will 
require  future  nonrecoverable  financial  assistance 
and  the  amount  is  estimable,  an  accrual  is  made  to 
record  the  liability.  (See  Notes  4,  9,  and  14.) 

Contributions  Due  from  Employers 

Amounts  estimated  to  be  recoverable  from 
employers  are  recognized  by  the  PBGC  as  an  asset 
of  the  plan  as  of  the  date  of  termination.  The 
amounts  reported  are  based  on  (1)  formal  agree- 
ments or  (2)  estimates.  (See  Note  5.) 

Employer  Liability 

Amounts  estimated  to  be  receivable  from 
employers  are  recognized  by  the  PBGC  as  a  PBGC 
asset  as  of  the  date  of  termination.  The  amounts 
reported  are  based  on  (1)  formal  agreements  or 
(2)  estimates.  (See  Note  7.) 

Present  Value  of  Guaranteed  Future  Benefits 

The  reserve  for  present  value  of  guaranteed 
future  benefits  is  classified  as  (1)  trusteed  plans, 

(2)  terminated  plans  pending  trusteeship,  or 

(3)  plans  pending  termination. 

The  reserve  is  adjusted  subsequent  to  the  date 
of  plan  termination  to  reflect  benefits  paid,  the  pas- 
sage of  time,  the  write-off  of  amounts  not  recov- 
erable by  the  PBGC,  changes  in  actuarial  assump- 
tions, and  other  factors.  The  impact  of  these 


adjustments  is  reported  as  an  actuarial  charge  in 
the  Statements  of  Operations  and  Changes  in 
Equity.  (See  Note  8.) 

Trusteed  Plans  and  Terminated  Plans  Pending 
Trusteeship  —  The  reserve  for  present  value  of 
guaranteed  future  benefits  represents  the  present 
value  of  future  payments  of  guaranteed  benefits  for 
plans  that  have  terminated  as  of  the  end  of  the  fis- 
cal year,  and  for  which  the  PBGC  either  has 
assumed  trusteeship  or  is  expected  to  become  trus- 
tee. (See  Note  8.) 

Plans  Pending  Termination  —  This  portion  of 
the  reserve  includes  (1)  plans  terminated  subsequent 
to  year-end — large  plans,  (2)  expected  future  ter- 
minations— large  plans,  (3)  incurred  but  not 
reported — small  plans,  and  (4)  forecasted  future 
terminations — small  plans.  (See  Note  8.) 

Losses  (Gains)  from  Plans  Terminated  and  Plans  Pending 
Termination 

Amounts  reported  as  losses  represent  the 
difference  between  the  present  value  of  guaranteed 
future  benefits  assumed  less  related  plan  assets  and 
employer  liability.  (See  Notes  8  and  13.) 

Depreciation 

Depreciation  of  furniture  and  equipment  is 
calculated  on  the  straight-line  basis  over  the  esti- 
mated useful  lives  of  the  assets.  The  useful  lives 
range  from  five  to  ten  years.  (See  Note  15.) 

Leasehold  improvements  (the  amounts  of 
which  are  not  significant)  have  been  charged  to 
operations  as  incurred. 

Retirement  Plan 

All  permanent,  full-time,  and  part-time 
employees  of  the  PBGC  are  covered  by  the  con- 
tributory Civil  Service  Retirement  Plan.  The  Cor- 
poration makes  monthly  contributions  to  the  plan 
equal  to  the  amount  contributed  by  the  employees. 
The  retirement  plan  expenses  paid  for  fiscal  years 
1983  and  1982  were  $935,581  and  $872,249,  respec- 
tively. 
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Full-time  and  part-time  employees  hired  after 
January  1,   1984,  are  covered  by  both  Social  Secu- 
rity and  the  Civil  Service  Retirement  Plan.  It  is 
anticipated  that  this  is  an  interim  arrangement  for 
two  years  and  that  at  the  end  of  that  time  a  new 
retirement  plan  will  be  established. 


Note  2  —  Investment  Policy 

Premium  receipts  are  credited  to  the  appropri- 
ate revolving  funds.  To  the  extent  that  such  funds 
exceed  current  needs,  the  PBGC  is  required  to 
invest  these  funds  in  securities  issued  or  guaranteed 
by  the  United  States  Government.  Trust  fund  assets 
include  assets  the  PBGC  acquires  or  expects  to 


acquire  and  employer  liability.  Those  assets,  once 
they  have  been  transferred  to  the  custodian  bank, 
are  invested  primarily  in  equity  and  debt  securities. 


Note  3  —  Asset  Valuation 

The  basis  and  types  of  investments  that  are 
carried  in  the  Statements  of  Financial  Condition,  at 
market  value,  are  shown  in  the  tables  following  this 
note.  The  assets  of  trusteed  plans  are  shown 
separately  from  the  assets  of  plans  pending  trustee- 
ship. 

The  basis  indicated  is  cost  or  market  value  at 
date  of  plan  termination  if  the  asset  was  acquired 
as  a  result  of  a  plan's  termination. 


Investments  —  Revolving  Funds  and  Trusteed  Plans 

(Dollars  in  thousands) 

September  30, 


Investments 

U.S.  Government  and 

Government-guaranteed  securities 
Common  stock  and  other  equity  securities 
Commercial  paper,  certificates  of  deposit, 

and  other  short-term  investments 
Corporate  bonds 
Insurance  contracts 
Real  estate 
Mortgages 

Obligations  of  foreign  governments 
Other  investments 
Accrued  investment  income 
Investments  of  the  revolving  funds  and 

trusteed  plans 


1983 


1982 


Market 

Market 

Basis 

Value 

Basis 

Value 

$329,211 

$341,283 

$264,889 

$278,431 

215,205 

272,305 

170,982 

185,853 

57,748 

57,748 

21,646 

21,646 

34,482 

35,521 

20,797 

20,677 

48,583 

51,238 

54,020 

55,695 

12,254 

12,598 

520 

531 

22,447 

22,513 

592 

484 

84 

75 

21 

20 

0 

0 

1,957 

2,868 

11,228 

11,228 

5,892 

5,892 

$731,242 

$804,509 

$541,316 

$572,097 
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Investments  of  Terminated  Plans  Pending  Trusteeship 

(Dollars  in  thousands) 

September  30, 


1983 


1982 


Assets 


Basis 


Market 
Value 


Basis 


Market 
Value 


Investments 

U.S.  Government  and 

Government-guaranteed  securities 
Common  stock  and  other  equity  securities 
Commercial  paper,  certificates  of  deposit, 

and  other  short-term  investments 
Corporate  bonds 
Insurance  contracts 
Real  estate 
Mortgages 

Obligations  of  foreign  governments 
Other  investments 
Accrued  investment  income 

Total  investments 


Cash 

Contributions  due  from  employers 

Other  receivables 

Total  assets 


$  32,172 

$  31,719 

$  8,424 

$  8,226 

33,121 

35,951 

13,303 

13,416 

39,290 

39,290 

28,170 

28,170 

13,374 

13,539 

22,117 

22,017 

18,225 

18,499 

44,002 

45,366 

109 

112 

4,350 

4,771 

4,128 

3,526 

410 

375 

540 

549 

687 

629 

0 

0 

758 

1,116 

897 

897 

1,783 

1,783 

$141,856 

$144,082 

$124,004 

$125,869 

646 

677 

19,334 

2,275 

54 

461 

164,116 


129,282 


Liabilities 

Investments  —  terminated  plans 
pending  trusteeship  —  net 


174 


$163,942 


93 


$129,189 
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Note  4  —  Provisions  Affecting  Multiemployer 
Coverage 

The  Multiemployer  Pension  Plan  Amendments 
Act  of  1980,  94  Stat.  1208,  et  seq.  (September  26, 
1980)  amending  ERISA,  29  U.S.C.  sections  1301-1461 
(Supp.  V  1981)  requires  that  the  PBGC  will  provide 
financial  assistance  and  guarantee  benefits  for  insol- 
vent multiemployer  plans  after  September  26,  1980, 
the  date  when  the  Multiemployer  Act  was  signed  into 
law,  thus  changing  the  insurable  event  from  plan  ter- 
mination to  plan  insolvency.  This  has  resulted  in  a 
deferral  plan  of  the  PBGC's  involvement  in  these 
plans  and  in  any  resulting  losses.  Guaranteed  benefits 
are  statutorily  limited  for  a  multiemployer  plan  and 
differ  from  the  statutorily  limited  guaranteed  benefits 
under  a  single-employer  plan.  Financially  troubled 
multiemployer  plans  are  allowed  to  reduce  their 
benefits.  Insolvent  plans  must  reduce  or  suspend  the 
payment  of  non-basic  benefits  that  exceed  the 
resource  benefit  level.  However,  no  plan  may  reduce 
its  benefits  below  guaranteed  levels. 

The  PBGC  provides  financial  assistance  to  plans 
applying  for  it  in  accordance  with  the  terms  of  the 
statute.  If  the  plan  sponsors  of  an  insolvent  plan 
anticipate  that  the  plan  will  not  be  able  to  pay  the 
guaranteed  basic  benefits  for  a  particular  month,  the 
plan  sponsors  may  apply  to  the  PBGC  for  financial 
assistance. 

If  an  insolvent  plan's  basic  benefits  for  a  given 
year  exceed  the  resource  benefit  level,  the  plan  spon- 
sors must  apply  to  the  PBGC  for  financial  assistance. 
Through  September  30,  1983,  only  two  plans  have 
received  financial  assistance  from  the  PBGC. 

A  multiemployer  plan  can  terminate  only  if 
(1)  by  plan  amendment  it  either  freezes  the  accrual 
and  vesting  of  benefits,  or  converts  to  a  defined  con- 
tribution plan  or  (2)  every  employer  withdraws  from 
the  plan  or  ceases  to  have  an  obligation  to  contribute 
to  the  plan.  All  employers  who  have  completely  or 
partially  withdrawn  from  a  mutiemployer  plan  must 
pay  their  share  of  the  plan's  liability  for  unfunded 
vested  benefits  by  continuing  payments  to  the  plan. 
The  amount  of  the  withdrawal  liability  is  determined 
by  using  one  of  several  allocation  methods  described 
in  the  statute  or  in  regulations  promulgated  by  the 
PBGC  (29  CFR  2642). 

Plans  that  terminate  by  mass  withdrawal  (com- 
plete withdrawal  by  every  employer)  may  be  trusteed 
by  the  PBGC.  However,  the  PBGC  will  not  be 
required  to  advance  financial  assistance  until  the 


assets  become  insufficient  to  pay  basic  guaranteed 
benefits. 

The  PBGC  has  identified  five  multiemployer 
plans,  with  estimated  losses  to  the  PBGC  of  $19.1 
million,  that  are  expected  to  terminate  or  require 
financial  assistance  that  probably  will  not  be  collecti- 
ble in  the  foreseeable  future.  Accordingly,  this 
amount  has  been  charged  to  losses  for  the  year  ended 
September  30,  1983. 


Note  5  —  Contributions  Due  from  Employers 

An  employer  is  liable  to  the  PBGC,  as  successor 
trustee,  for  contributions  due  and  unpaid  as  of  the 
date  of  plan  termination. 

The  amounts  shown  as  contributions  due  from 
employers,  after  considering  collectibility,  represent 
the  total  of  estimated  future  settlements  for  unpaid 
contributions  and  amounts  recoverable  by  formal 
agreement,  plus  interest. 

Contributions  due  from  employers  for  termi- 
nated plans  pending  trusteeship  are  included  in  the 
account  Investments  not  in  trusteeship,  at  market: 
Terminated  plans  pending  trusteeship,  net.  (See 
Note  3.) 

The  following  table  details  the  amounts  for 
contributions  due  from  employers: 


Contributions  Due  From  Employers  — 
Trusteed  Plans 

(Dollars  in  thousands) 


September  30, 

1983 

1982 

By  Agreement 

$    4,901 

$       639 

Interest  due  from  agreements 

14 

40 

Subtotal 

4,915 

679 

Estimated  future  settlements: 

Trusteed  plans 

28,363 

17,753 

Interest  due  from  estimated 

future  settlements 

8,094 

0 

Subtotal 

36,457 

17,753 

Contributions  due  from 

employers  —  total 

$41,372 

$18,432 
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Note  6  —  Other  Receivables 

The  Corporation's  other  receivable  items  for 
revolving  funds  and  trusteed  plans  are  shown  in  the 
following  table: 


Other  Receivables 

(Dollars  in  thousands) 


September 

30, 

1983 

1982 

Due  from  disposal  of  securities 

$14,596 

$3,444 

Other 

1,282 

256 

Other  receivables  —  total 

$15,878 

$3,700 

Note  7  —  Employer  Liability 

An  employer  is  liable  to  the  PBGC  whenever  a 
single-employer  plan  under  its  sponsorship  terminates 
without  sufficient  assets  to  pay  plan  benefits  guaran- 
teed by  the  PBGC.  The  amount  of  this  liability  is  the 
excess  of  the  present  value  of  the  guaranteed  future 
benefits  over  the  value  of  the  plan  assets;  however,  the 
liability  cannot  exceed  30  percent  of  the  employer's 
statutory  net  worth.  This  liability  is  measured  as  of 
the  date  of  the  plan's  termination;  the  employer's  net 
worth  may  be  measured  as  of  any  date  within  120 
days  of  the  date  of  termination. 

The  amounts  shown  as  due  from  employer  lia- 
bility, after  considering  collectibility,  represent  the 
total  of  estimated  future  settlements  with  employers 
for  liability  pursuant  to  ERISA  and  amounts  recover- 
able by  formal  agreement.  Estimated  future  settle- 
ments are  based  in  certain  instances  on  estimated 
values  of  (1)  plan  liabilities  for  present  value  of 
guaranteed  future  benefits,  (2)  plan  assets,  and/or 
(3)  employer  net  worth  if  applicable.  A  PBGC  regu- 
lation (29  CFR  2622)  provides  that  the  PBGC  charge 
interest  on  unpaid  employer  liability  beginning 
April  1,  1981,  at  the  rate  of  interest  charged  by  the 
IRS  on  delinquent  tax  payments.  The  interest 
applicable  to  this  regulation  is  accrued  ($12,058,016 
as  of  September  30,  1983,  and  $7,474,193  as  of  Sep- 


tember 30,  1982),  and  the  income  is  included  with 
the  principal  amount  owed. 

The  following  table  details  the  amounts  due 
from  employer  liability: 


Amounts  Due  from  Employer  Liability 

(Dollars  in  thousands) 

September  30, 

1983  1982 


By  agreement 

$12,491 

$  4,634 

Interest  due  from  agreements 

81 

128 

Subtotal 

12,572 

4,762 

Estimated  future  settlements: 

Trusteed  plans 

25,439 

31,772 

Terminated  plans  pending 

trusteeship 

15,023 

32,381 

Interest  due  from  estimated 

future  settlements 

11,977 

7,346 

Subtotal 

52,439 

71,499 

Amounts  due  from  employer 

liability  —  total 

$65,011 

$76,261 

In  addition,  agreements  were  reached  with  three 
companies  during  fiscal  year  1983,  in  connection  with 
plans  that  were  terminated  in  fiscal  year  1982,  that 
provided,  in  part,  for  contingent  payments  based  on 
future  profits  of  those  companies.  Amounts  for  con- 
tingent payments  are  not  included  in  the  Financial 
Statements.  Any  such  future  payments  will  be 
reported  as  investment  income  in  the  period  in  which 
they  are  received  or  accrued.  Subsequent  to  Septem- 
ber 30,  1983,  one  of  the  companies  filed  for  Chapter  11 
reorganization,  and  a  new  agreement  was  reached 
with  one  of  the  other  two  companies.  The  new  agree- 
ment calls  for  the  complete  liquidation  of  the  existing 
debt,  including  the  profit-sharing  arrangement,  by 
September  30,  1984,  or  the  previous  agreement 
remains  in  force.  The  remaining  agreement  provides 
for  18  annual  payments  based  on  a  percentage  of  pre- 
tax profits,  with  a  payment  limit  of  $53,000,000, 
through  the  year  2004.  (See  Note  17  for  a  discussion 
of  the  employer  liability  legal  issues.) 
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Note  8  —  Present  Value  of  Guaranteed  Future 
Benefits 

Trusteed  Plans  or  Terminated  Plans  Pending  Trusteeship 

The  reserve  for  present  value  of  guaranteed 
future  benefits  is  computed  using  the  actuarial 
assumptions  prescribed  in  the  PBGC's  Valuation  of 
Plan  Benefits  Regulation  (29  CFR  2619).  The  reserve 
for  present  value  of  guaranteed  future  benefits  as  of 
the  end  of  the  PBGC's  fiscal  year  is  based  upon  these 
assumptions. 

A  significant  portion  of  the  reserve  is  based 
upon  estimated  liability,  since  in  many  cases  a  final 
benefit  determination  has  not  yet  been  made  by  the 
PBGC.  Any  changes  in  these  estimates  are  reflected 
in  the  fiscal  year  that  the  benefits  are  actuarially 
determined  or  reestimated  by  the  PBGC.  Estimates 
for  each  such  plan  in  process  are  based  on  the  most 
recent  actuarial  results  available.  For  fiscal  year-end 
values,  the  estimation  technique  adjusts  the  reported 
results  to  reflect  the  effect  of  changes  in  interest  rates 
assumed,  benefit  payout  subsequent  to  the  valuation 
date,  mortality,  and  interest  accumulation  on  liabili- 
ties. 

For  the  first  time,  the  FY  1983  reserve  also 
includes  liability  calculated  on  an  individual  par- 
ticipant basis  for  virtually  all  plans  with  final  benefits 
determined  and  being  paid  directly  by  the  PBGC. 

A  significant  actuarial  assumption  is  the  change 
in  the  rate  of  interest.  The  rate  changed  for  par- 
ticipants in  pay  status  from  10.50  percent  as  of  Sep- 
tember 30,  1982,  to  9.50  percent  as  of  September  30, 
1983.  Comparable  changes  were  made  in  the  rates 
used  to  value  deferred  annuities.  The  rate  used  for 
the  year  ended  September  30,  1983,  was  the  rate 
determined  by  the  PBGC  nearest  to  September  30, 
1983,  that  reflected  market  conditions  at  that  date. 
(See  the  Actuarial  Report.) 

During  the  year  ended  September  30,  1983,  the 
PBGC  commenced  a  special  effort  to  obtain  addi- 
tional information  not  previously  available  that 
enhanced  its  data  base  used  to  calculate  the  reserve 
for  present  value  of  guaranteed  future  benefits.  There 
is  an  amount  included  in  the  actuarial  charges  result- 
ing from  this  new  information.  The  amount  specifi- 
cally attributable  to  the  years  ended  September  30, 
1983,  or  September  30,  1982,  or  any  prior  year  is  not 
readily  available. 


Plans  Pending  Termination 

This  portion  of  the  reserve  includes  (1)  estimates 
of  the  present  value  of  guaranteed  future  benefits  of 
specific  larger  plans  that  terminated  subsequent  to 
the  Corporation's  fiscal  year-end  or  that  are  expected 
to  terminate  in  the  foreseeable  future  and  where 
there  has  been  a  specific  identifiable  event  by  the 
Corporation's  year-end  and  (2)  certain  probable  net 
losses  from  small  plan  terminations  that  the  PBGC 
did  not  have  specific  knowledge  as  of  the  date  the 
Financial  Statements  were  prepared.  For  fiscal  year 
1983,  no  large  single-employer  plans  were  identified, 
and  the  probable  losses  for  small  single-employer 
plans  were  determined  to  be  insignificant. 

The  total  reserve  for  present  value  of  guaranteed 
future  benefits  for  plans  pending  termination  is  com- 
prised of  the  items  shown  in  the  table  below: 


Reserve  for  Present  Value  of  Guaranteed  Future 
Benefits  (Plans  Pending  Termination) 


(Dollars  in  thousands) 


September  30, 

1983 

1982 

Plans  terminated  subsequent  to 

year-end  —  large  plans 

$0 

$  23,557 

Expected  future  terminations  — 

large  plans 

0 

70,837 

Incurred  but  not  reported  — 

small  plans 

0 

2,762 

Forecasted  future  terminations  — 

small  plans 

0 

5,801 

Reserve  —  plans  pending 

termination  —  total 

$0 

$102,957 
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There  continue  to  be  a  number  of  other  poten- 
tial large  plan  terminations  in  situations  that  plan 
sponsors  are  experiencing  financial  difficulties.  The 
PBGC's  liability,  should  any  of  these  plans  terminate, 
likely  would  be  less  than  the  individual  plan's 
unfunded  vested  benefit  liability  because,  frequently, 
the  PBGC  guaranteed  benefits  are  less  than  such 
unfunded  vested  benefit  liability,  and  the  PBGC  has 
certain  recovery  rights  from  plan  sponsors. 

Plans  of  many  other  sponsors  have  significant 
unfunded  guaranteed  benefits  and  limited  net  worth 
which  would  prohibit  the  full  collection  of  employer 
liability,  thereby  potentially  providing  some  of  these 
sponsors  with  a  financial  incentive  to  terminate.  No 
provision  has  been  made  in  the  Financial  Statements 
for  such  possible  PBGC  liabilities,  that  could  result 
from  terminations  of  such  plans,  since  the  likelihood 
of  these  liabilities  eventuating  is  uncertain  and  cannot 
be  estimated  with  sufficient  reliability. 


March  2  and  September  30.  Unearned  premium 
income  is  normally  recorded  for  plan  years  beginning 
between  October  2  and  March  1,  and  reflects  the 
amounts  that  have  been  received  but  not  yet  earned. 

ERISA  provides  that  the  PBGC  shall  not  cease 
to  guarantee  basic  benefits  because  of  the  failure  of  a 
plan  administrator  to  pay  any  premium  when  due. 
The  PBGC,  as  authorized  by  ERISA,  assesses  a  sub- 
stantial penalty  for  late  payment.  In  addition,  interest 
is  chargeable  for  underpayment,  non-payment,  or 
late  payment  of  premiums.  All  of  these  items,  less 
refunds,  are  included  in  premium  income.  Manage- 
ment does  not  believe  these  amounts  to  be  significant 
in  relation  to  the  total  premiums  collected  by  the 
PBGC. 

The  Multiemployer  Act  revised  the  multiem- 
ployer premium  schedule.  The  following  table  details 
the  premium  rate  revision: 


Note  9  —  Reserve  for  Estimated  Future  Financial 
Assistance 

The  reserve  for  estimated  future  financial 
assistance  is  made  up  of  the  expected  nonrecoverable 
future  payments  to  be  made  by  the  PBGC  for  mul- 
tiemployer plans  that  have  notified  the  PBGC  that 
they  are  currently  experiencing  financial  difficulties. 

The  reserve  is  the  difference  between  the  present 
value  of  guaranteed  future  benefits  less  the  market 
value  of  plan  assets  of  those  plans  that  will  require 
future  financial  assistance.  The  plan  assets  include 
both  the  plan  assets  at  September  30,  1983,  as  well  as 
additional  amounts  to  be  paid  by  plan  sponsors. 


Multiemployer  Premium  Schedule 


Plan  Years  Commencing 

9/27/80-9/26/84 
9/27/84-9/26/86 
9/27/86-9/26/88 
9/27/88  and  after 


Premium  Rate 

$1.40 
1.80 
2.20 
2.60 


Note  10  —  Premium  Income 

Plans  are  required  to  pay  premiums  by  the  end 
of  the  seventh  full  month  after  the  beginning  of  the 
plan  year.  As  a  result,  a  receivable  for  premium 
income  earned  but  not  received  by  year-end  is  nor- 
mally associated  with  plan  years  that  begin  between 
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Note  11  —  Accounts  Payable  and  Accrued 
Expenses 

Accrued  expenses  and  other  liabilities  reported 
in  the  accompanying  Statements  of  Financial  Condi- 
tion consist  of: 


Accounts  Payable  and  Accrued  Expenses 

(Dollars  in  thousands) 

September 

30, 

1983 

1982 

Due  from  purchase  of  securities 

$19,924 

$12,778 

Annual  leave 

1,026 

968 

Accrued  expenses 

2,137 

1,288 

Accounts  payable  and 

accrued  expenses  —  total 

$23,087 

$15,034 

Employees  are  permitted  to  accumulate  certain 
unused  annual  leave  that  is  payable  when  taken  upon 
severance  of  employment  or  retirement. 

No  accrual  of  accumulated  unused  sick  leave  is 
recorded  since  employees  do  not  have  a  formal  vested 
interest  in  such  leave  until  they  reach  retirement  age. 
In  such  cases,  the  vested  interest  pertains  to  retire- 
ment benefits  payable  under  the  Federal  retirement 
system.  No  amounts  are  paid  unless  sick  leave  is 
used. 


Note  12  —  Investment  and  Other  Income 

Investment  and  other  income  reported  in  the 
accompanying  Statements  of  Operations  and 
Changes  in  Equity  consist  of: 


if, 


Investment  and  Other  Income 

(Dollars  in  thousands) 


Interest,  dividends,  and  other  income 
Interest  income  from  amounts  due  from 

employer  liability  and  contributions 

due  from  employers 
Interest  income  from  financial  assistance 
Realized  and  unrealized  gains  and  losses 


September  30, 


1983 


1982 


$  62,557 


17,029 

100 

115,422 


$  57,909 


6,261 

27 

37,443 


Investment  and  other  income  —  total 


$195,108 


$101,640 
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Note  13  —  Losses  (Gains)  from  Plans  Terminated 
and  Plans  Pending  Termination 

Amounts  reported  as  losses  represent  the  differ- 
ence between  the  present  value  of  guaranteed  future 
benefits  assumed  less  related  plan  assets  and  employer 
liability.  The  following  table  details  the  components 
comprising  the  losses: 


Losses  (Gains)  from  Plans  Terminated  and  Plans  Pending  Termination 

(Dollars  in  thousands) 


Present  value  of  guaranteed  benefits 

assumed 
Less  —  plan  assets  acquired 
Plan  asset  insufficiency 
Less  —  estimated  recoveries  from 

employers 
Subtotal 

Changes  in  provision  from  pending 
terminations 

Losses  (gains)  from  plans  terminated 
and  plans  pending  termination  —  total 


September  30, 


1983 


$405,891 
202,824 
203,067 


(5,665) 


208,732 

(41,000) 
$167,732 


1982 


$478,330 
191,599 
286,731 

47,457 
239,274 


(37,000) 


$202,274 


Note  14  —  Losses  from  Financial  Assistance 

Included  in  these  losses  are  provisions  for  esti- 
mated future  financial  assistance  and  the  write-off  of 
present  financial  assistance. 

Plans  experiencing  financial  difficulty  are 
required  to  file  with  the  PBGC.  The  financial  condi- 
tions of  the  plans  are  analyzed  and  those  plans  that 
will  require  future  financial  assistance  are  identified. 


If  the  losses  of  the  plans  requiring  future  financial 
assistance  are  both  probable  and  estimable,  the  loss  is 
recorded. 

Plans  presently  receiving  financial  assistance  are 
analyzed  to  determine  if  the  advances  are  collectible. 
If  the  advances  are  deemed  uncollectible,  a  loss  is 
recorded. 
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Note  15  —  Depreciation 

The  accompanying  table  shows  furniture  and 
equipment  with  accumulated  depreciation: 


Note  17  —  Litigation 

Litigation  having  significant  financial  implica- 
tions is  currently  pending  and  involves  the  following 
issues: 


Furniture  and  Equipment 

(Dollars  in  thousands) 


Furniture  and  equipment  at  cost 
Accumulated  Depreciation 

Furniture  and  equipment 


Net 


September  30, 

1983  J982_ 

$1,533 
(891) 


net 


$1,555 
(927) 

$  628 


$  642 


Note  16  —  Financing 

The  PBGC  programs  are  required  by  ERISA  to 
be  self-financing.  The  PBGC's  operations  are 
financed  through  premiums  collected  from  ongoing 
covered  plans,  investment  income,  assets  acquired 
from  terminated  plans,  and  the  collection  of  employer 
liability  payments  due  under  ERISA  as  amended.  In 
addition,  the  PBGC  may  borrow  up  to  $100  million 
from  the  Treasury  to  finance  its  operations.  No  debt 
was  outstanding  in  connection  with  this  borrowing 
authority  as  of  the  years  ended  September  30,  1983, 
and  September  30,  1982.  No  use  of  this  borrowing 
authority  is  contemplated.  ERISA  provides  under 
Title  IV  that  the  U.S.  Government  is  not  liable  for 
any  obligation  or  liability  incurred  by  the  PBGC. 

The  PBGC  has  conducted  studies  of  its  past  and 
expected  experience  in  order  to  determine  whether 
the  $2.60  per  plan  participant  premium  currently 
charged  for  the  Single-Employer  Program  is  ade- 
quate to  (1)  meet  future  net  claims  and  (2)  amortize 
the  deficit  applicable  to  the  single-employer  basic 
benefits  program.  The  results  of  the  study  concluded 
that  a  significant  increase  in  the  single-employer 
premium  is  appropriate.  The  Corporation  requested 
that  the  premium  be  increased  to  $7.00  per  plan  par- 
ticipant effective  January  1,  1984.  Premium  increase 
legislation  is  currently  pending  in  both  houses  of 
Congress.  In  the  opinion  of  management,  it  is  essen- 
tial that  the  premium  increase  be  granted  in  order  to 
put  the  Single-Employer  Program  on  a  sound  finan- 
cial basis.  Other  proposals  have  been  made  to  re- 
structure the  Single-Employer  Program.  Such 
proposals  may  have  a  major  impact  on  the  Single- 
Employer  Program  and  its  future  costs. 


A.  Whether  Title  IV's  employer  liability  provi- 
sions violate  the  U.S.  Constitution.  A  final 
adverse  ruling  on  constitutional  grounds 
would  restrict  the  PBGC's  ability  to  collect 
employer  liability,  and  could  result  in  a  sig- 
nificant increase  in  the  PBGC's  deficiency  in 
assets.  To  date,  several  Federal  courts  have 
ruled  in  favor  of  the  PBGC  on  this  issue. 
The  Supreme  Court  has  refused  to  review  a 
U.S.  court  of  appeals  decision  in  favor  of  the 
PBGC.  However,  there  are  a  number  of 
other  cases  in  which  this  issue  is  still 
pending. 

B.  Whether  members  of  a  controlled  group  of 
businesses  are  jointly  and  severally  liable  for 
the  underfunding  of  a  plan,  based  on  the 
consolidated  fair  market  value  of  the  entire 
group.  Final  adverse  rulings  on  this  issue 
would  restrict  the  PBGC's  ability  to  assess 
employer  liability  against  those  members  of 
a  controlled  group  whose  immediate 
employees  did  not  participate  in  the  termi- 
nated plan.  A  U.S.  court  of  appeals  has 
ruled  in  favor  of  the  PBGC  in  one  case.  The 
Supreme  Court  has  refused  to  review  that 
decision.  In  another  case,  however,  a  U.S. 
district  court  has  rendered  an  interlocutory 
decision  concerning  parent-subsidiary  rela- 
tionships. The  decision  held  that  where  a 
parent  had  purchased  a  subsidiary  prior  to 
the  date  of  enactment  of  ERISA  and  that 
subsidiary  is  the  plan  sponsor  of  a  termi- 
nated plan,  the  parent  must  be  shown  to 
have  benefited  from  its  ownership  of  the 
subsidiary  in  order  to  be  assessed  employer 
liability  without  violating  due  process.  The 
PBGC  disagrees.  There  are  a  number  of 
other  cases  in  which  issues  concerning 
employer  liability  are  still  pending. 
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C.  Whether  multiemployer  premiums  should 
be  returned  because  Title  IV's  Multiem- 
ployer Program  violates  the  U.S.  Constitu- 
tion. Two  complaints  have  been  filed 
challenging  the  constitutionality  of  the  Mul- 
tiemployer Program  as  originally  created  by 
ERISA.  Both  complaints  were  later 
amended  to  also  challenge  the  Multiem- 
ployer Program  as  amended  by  the  Mul- 
tiemployer Pension  Plan  Amendments  Act 
of  1980  (new  program).  A  final  adverse  rul- 
ing on  the  constitutionality  of  either  pro- 
gram could  require  the  return  of  premiums 
previously  paid  to  the  PBGC  and  lead  to 
similar  actions  by  other  plans.  A  final 
adverse  opinion  on  the  constitutionality  of 
the  new  program  could  also  prohibit  future 
premium  collections  with  respect  to  mul- 
tiemployer plans.  Such  an  adverse  ruling 
would  greatly  limit  the  sources  of  funds 
available  to  meet  the  PBGC's  liability  for 
benefit  obligations  under  the  Multiemployer 
Program. 

D.  Whether  certain  pension  funds  to  which 
more  than  one  employer  contributes,  are 
single  plans  or  aggregates  of  single  plans.  In 
certain  circumstances,  the  PBGC  has  taken 
the  position  that  a  fund  is  a  single  plan  and 
that  the  withdrawal  of  a  contributing 
employer  does  not  cause  a  termination.  In 
other  circumstances,  the  PBGC  asserts  that 
a  cessation  of  an  employer's  participation  in 
a  fund  constitutes  a  termination  of  that 
employer's  plan  (which  is  one  of  a  group  of 
plans  constituting  the  fund).  If  the  courts 
conclude  that  terminations  have  occurred  in 


circumstances  where  the  PBGC  contends 
they  have  not,  it  would  increase  the  Corpo- 
ration's deficiency  in  assets,  since  some 
employers  will  not  be  fully  liable  for  the 
resulting  plan  asset  insufficiency. 

E.  Whether  certain  individuals  or  groups  of 
individuals  were  wrongly  denied  benefits  by 
the  PBGC.  Actions  are  now  pending  in 
several  district  courts.  Final  adverse  rulings 
in  these  cases  could  result  in  an  increase  in 
the  Corporation's  deficiency  in  assets. 

F.  Whether  the  withdrawal  liability  provisions 
of  the  Multiemployer  Pension  Plan  Amend- 
ments Act  of  1980  violate  the  U.S.  Constitu- 
tion. More  than  150  actions  have  been 
initiated  in  U.S.  district  courts.  With  regard 
to  the  prospective  application  of  the  statute, 
28  district  courts  and  four  courts  of  appeals 
have  sustained  its  constitutionality;  no  court 
has  declared  it  unconstitutional.  With 
regard  to  the  constitutionality  of  the  five- 
month  retroactive  period,  ten  district  courts 
and  three  courts  of  appeals  have  sustained 
its  constitutionality;  eight  district  courts  and 
one  court  of  appeals  have  held  it  unconstitu- 
tional. The  issue  has  been  appealed  to  the 
U.S.  Supreme  Court  and  to  all  the  U.S. 
courts  of  appeals  except  the  10th  and  11th 
Circuits.  If  withdrawal  liability  is  declared 
unconstitutional,  multiemployer  plans  would 
be  prevented  from  collecting  payments  from 
withdrawing  employers.  This  would  increase 
the  likelihood  of  insolvency  in  multiemployer 
plans  and  result  in  increased  requests  for 
financial  assistance  to  certain  insolvent 
plans.  If  the  plans  are  unable  to  repay,  there 
is  a  loss  to  the  insurance  system. 

Note  18  —  Commitments  and  Contingencies 

The  PBGC  leases  its  office  facility  under  an 
agreement  expiring  on  December  31,  1993.  Annual 
payments  during  the  period  October  1,  1983,  to 
December  31,  1993,  are  expected  to  average 
$2,522,000. 
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Overview 

Ihis  Report  presents  the  results  of  the  actuar- 
ial valuation  of  PBGC's  future  obligations  with 
respect  to  (1)  trusteed  terminated  plans,  (2)  termi- 
nations for  which  the  Corporation  expected  as  of 
the  end  of  FY  1983  to  become  trustee,  and 
(3)  plans  receiving  or  expected  to  receive  financial 
assistance.  The  Corporation's  liability  stems  from 
the  administration  of  the  insurance  programs  man- 
dated by  Title  IV  of  ERISA  and  described  else- 
where in  this  Annual  Report.  The  resulting  reserve 
for  guaranteed  benefits  is  calculated  separately  for 
the  Single-Employer  and  the  Multiemployer  Pro- 
grams. With  reference  to  the  latter  program,  the 
FY  1983  reserve  for  guaranteed  benefits  also 
includes  provision  for  future  probable  losses  the 
Corporation  expects  to  incur  with  respect  to  five 
multiemployer  plans  that  are,  or  in  all  likelihood 
will  become,  insolvent. 

This  Report  also  includes  the  claims  history 
for  the  Single-Employer  Program  and  the  five-year 
actuarial  evaluation  required  by  ERISA,  section 
4008.  The  five-year  forecast  shows  the  status  of  the 
single-employer  fund  for  fiscal  years  1984  through 
1988.  This  evaluation  is  based  on  the  reported 
financial  condition  of  the  Corporation  as  of  Sep- 
tember 30,   1983,  as  stated  in  the  combined  Finan- 
cial Statements  presented  on  pages  24 -29  of  this 
Annual  Report. 


Reserve  for  Guaranteed  Benefits 

Liability  for  Single- Employer  Program:  The  reserve 
for  guaranteed  benefits  for  the  Single-Employer 
Program  is  calculated  as  the  liability  for  plans  that 
terminated  on  or  before  fiscal  year-end  and  of 
which  the  Corporation  is,  or  expects  to  become, 
trustee  plus  the  liability  for  large  plans  that  notify 


the  PBGC  and  are  likely  to  terminate  after  the  fis- 
cal year-end  and  for  which  the  event  causing  the 
termination  occurred  before  the  end  of  the  fiscal 
year.  There  are  no  plans  in  the  latter  category  for 
FY  1983.  The  reserve  for  guaranteed  benefits 
represents  the  present  value,  as  of  September  30, 
1983,  of  future  benefits  that  the  Corporation  is 
obligated  to  pay  on  behalf  of  participants  in  1,021 
plans. 

Liability  for  Multiemployer  Program:  The  reserve 
for  guaranteed  benefits  for  this  program  is  calcu- 
lated as  the  liability  for  plans  that  terminated 
before  the  passage  of  the  Multiemployer  Pension 
Plan  Amendments  Act  (MPPAA)  and  of  which  the 
Corporation  is,  or  expects  to  become,  trustee  plus 
the  liability  for  post-MPPAA  losses  that  are  proba- 
ble and  that  can  be  estimated  for  plans  of  which 
the  Corporation  is  aware  at  fiscal  year-end.  There 
are  10  pre-MPPAA  terminations,  nine  of  which 
were  granted  discretionary  coverage  under  the  pro- 
visions of  ERISA  as  passed  in  1974.  The  remain- 
ing plan  terminated  during  the  period  August  1, 
1980,  to  September  25,  1980,  when  coverage  under 
Title  IV  was  mandatory.  The  post-MPPAA  portion 
of  the  reserve  for  guaranteed  benefits  represents  the 
present  value  as  of  September  30,  1983,  of  losses 
that  the  PBGC  expects  to  incur  from  future 
financial  assistance  made  to  five  plans  that  are,  or 
are  expected  to  become,  insolvent. 

The  reserve  for  guaranteed  benefits  for  the 
year  ended  September  30,  1983,  was  calculated 
using  new  and  enhanced  methods  and  procedures 
which  were  developed  with  the  assistance  of  Price 
Waterhouse  &  Co.  and  the  Wyatt  Company  acting 
as  outside  contractors.  Their  work  related  exclu- 
sively to  the  development  of  these  methods  and 
procedures  for  use  by  the  Corporation  in  determin- 
ing the  reserve  for  guaranteed  benefits.  These 
methods  included  the  development  of  an  individual 
participant  valuation  system  which  was  used  for  the 
first  time  in  valuing  a  portion  of  the  reserve  for 
guaranteed  benefits.  It  is  anticipated  that  this  sys- 
tem will  be  used  to  value  an  increasing  portion  of 
the  PBGC's  reserve  for  guaranteed  benefits. 
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Data 

Liability  for  terminated  single-employer  plans 
and  pre-MPPAA  multiemployer  terminations  was 
based  on  individual  participant  level  data  main- 
tained in  the  Corporation's  benefit  payment  system. 
In  addition,  both  reserves  for  guaranteed  benefits 
included  liability  estimates  for  plans  that  have  not 
had  final  benefit  determinations  made.  The  esti- 
mates used  as  a  starting  point  the  liability  figures 
shown  in  the  actuarial  valuation  reports  described 
below.  The  post-MPPAA  liability  was  based  on 
available  actuarial  reports  and  on  information 
provided  by  representatives  of  the  affected  plans, 
information  that  was  used  to  evaluate  each  plan's 
expected  future  cash  flow.  Table  I  shows  the  num- 
ber of  plans  and  associated  liability  by  method  of 
calculation. 


Table  I:  Reserve  for  Guaranteed  Benefits 


Number  Liability 

of  Plans      (dollars  in  millions) 


A.   Single-Employer  Program 

1.    Individual  participant 

valuation  basis 

544 

$    321.2 

2.   Estimated  liability 

477 

1,248.8 

Total 
B.    Multiemployer  Program 

1.  Pre-MPPAA  terminations 

a.  Individual  participant 
valuation  basis 

b.  Estimated  liability 

2.  Post-MPPAA  liability 


1,021 


$1,570.0 


6 

$ 

22.6 

4 

2.1 

5 

18.8 

Total 


15 


$      43.5 
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Actuarial  Assumptions  and  Methods 

Single- Employer  Program:  The  liability  for  future 
benefits  was  calculated  for  each  of  the  1,021  termi- 
nated plans.  Plans  were  valued  on  an  individual  par- 
ticipant basis,  provided  the  Corporation's  benefit 
payment  system  contained  a  reasonable  amount  of 
the  data  required  to  perform  the  seriatim  calcula- 
tions. Liability  for  all  other  plans  was  calculated 
using  the  procedures  described  below.  Plans  were 
selected  for  inclusion  in  the  individual  participant 
valuation  so  that  the  computed  liability  was  maxi- 
mized. Plans  were  only  included  in  the  individual 
participant  valuation  as  long  as  80  percent  of  all  in- 
dividual participant  records  contained  data  deemed 
essential  for  the  valuation. 

As  noted  in  Table  I,  544  plans  which  represent 
$321  million  of  reserve  liability  were  included  in  the 
individual  participant  valuation.  PBGC  processing 
for  almost  all  of  the  remaining  plans  is  not  yet  com- 
plete, which  is  the  principal  reason  why  these  plans 
were  not  valued  on  a  seriatim  basis. 

The  Corporation's  benefit  payment  system  had 
not  routinely  retained  all  the  data  necessary  for  an 
individual  participant  valuation.  Date  of  birth  was 
often  missing.  However,  increasing  the  individual 
participation  valuation  portion  of  the  reserve  for 
guaranteed  benefits  is  high  on  the  PBGC's  priority 
list.  Consequently,  the  Corporation  is  in  the  process 
of  retrieving  the  additional  valuation  data.  For 
FY  1983,  missing  valuation  data  for  participants  in 
plans  that  were  included  in  the  individual  participant 
valuation  were  imputed  using  plan  or  Corporate  level 
averages,  which  had  been  computed  by  using  partici- 
pant records  that  did  have  the  pertinent  data. 

The  interest  and  mortality  assumptions  used  for 
the  individual  participant  valuation  were  the  same  as 
those  described  in  the  PBGC  regulation  on  Valuation 
of  Plan  Benefits  (29  CFR  2619)  for  a  plan  that  termi- 
nated on  September  30,  1983,  and  will  not  receive  a 
Notice  of  Sufficiency.  This  regulation  also  prescribes 
a  method  for  assigning  an  expected  retirement  age  to 


participants  in  terminated  plans  who  are  not  in  pay 
status  on  the  date  of  plan  termination.  An  assumed 
benefit  commencement  date,  based  on  a  participant's 
expected  retirement  age,  was  used  for  those  partici- 
pants who  (1)  were  not  in  pay  status  at  the  end  of  the 
fiscal  year  and  (2)  had  not  attained  their  expected 
retirement  age  before  September  30,  1983.  Partici- 
pants who  had  attained  their  expected  retirement  age 
were  assumed  to  be  in  pay  status  for  valuation  pur- 
poses —  except  for  those  who  were  older  than  their 
plan's  normal  retirement  age.  These  latter  partici- 
pants were  considered  unbeatable,  and  the  value  of 
their  future  benefits  was  reduced  to  reflect  the 
decreased  likelihood  of  payment. 

As  shown  in  line  A.2.  in  Table  I,  reserve  for 
guaranteed  benefits  liability  was  estimated  for  477 
plans,  using  the  latest  actuarial  valuation  report.  For 
plans  that  had  final  benefit  calculations  completed, 
the  valuation  results  as  of  the  date  of  plan  termina- 
tion were  used  as  the  starting  point.  For  other  plans, 
the  most  recent  valuation  performed  before  the  date 
of  plan  termination  was  used.  In  the  latter  case,  the 
estimation  process  for  the  26  largest  plans  included  a 
complete  review  of  the  case  files  for  additional  data 
that  could  be  used  in  refining  the  estimates. 

The  estimation  procedure  used  liability  figures 
reported  separately  for  participants  who  were  retired, 
active  vested,  or  terminated  vested  as  of  the  valuation 
date.  The  reported  figures  for  each  class  were  ad- 
justed to  reflect  the  differences  in  assumed  interest 
rates.  The  active  liability  was  increased  for  benefits 
accrued  between  the  valuation  and  termination  dates. 
The  effect  of  the  maximum  guarantee  provisions,  the 
benefit  payout,  and  the  elapsed  time  between  the 
valuation  date  and  the  end  of  the  fiscal  year  were  also 
reflected. 

The  adjustment  factors  used  in  the  estimation 
procedure  were  based  on  PBGC  experience.  Date  of 
plan  termination  estimates  were  calculated  routinely 
for  administrative  purposes.  The  adjustment  factors 
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were  developed  and  improved  for  estimation  pur- 
poses. In  conjunction  with  the  FY  1983  reserve  for 
guaranteed  benefits  valuation,  the  accuracy  of  the 
estimation  technique  was  reviewed.  Date  of  plan  ter- 
mination estimates  were  compared  to  subsequently 
computed  final  figures.  In  the  aggregate,  the  535  date 
of  plan  termination  estimates  computed  during  fiscal 
years  1980-82  are  within  5.6  percent  of  the  corre- 
sponding final  liability  amounts,  and  most  of  the  dif- 
ference is  attributable  to  a  single  estimate  that  signifi- 
cantly understated  the  actual  liability.  Looking  only 
at  the  136  estimates  made  in  FY  1982,  the  difference 
was  0.37  percent.  These  data  suggest  that  the  PBGC 
estimation  procedure  produces  reasonably  accurate 
results  for  calculating  the  Corporation's  reserve  lia- 
bility. 

Multiemployer  Program:  The  liability  for  the  10  pre- 
MPPAA  terminations  was  calculated  by  using  the 
same  assumptions  and  methods  described  for  the 
Single-Employer  Program. 

The  post-MPPAA  liability  is  an  estimate  of 
future  losses  that  the  PBGC  expects  —  under  the 
financial  assistance  program  mandated  by  ERISA 
section  4261  —  with  respect  to  five  plans.  The  Cor- 
poration has  received  notification  that  nine  plans  are, 
or  are  expected  to  become,  insolvent.  For  four  of  the 
plans,  the  PBGC  expects  that  the  minimum  funding 
standards  and  the  withdrawal  liability  provisions  will 
prevent  a  financial  loss  to  the  Corporation. 


The  liability  shown  by  B.2  in  Table  I  represents 
the  discounted  value  of  estimated  future  financial 
assistance  that  will  be  made  to  the  remaining  five 
plans.  The  contribution  base  for  these  plans  has 
either  disappeared  due  to  financial  failure  or  has 
declined  irretrievably. 


Results 

The  following  tables  summarize  the  detailed 
results  of  the  individual  participant  valuation  and  the 
estimated  liability  calculations  for  both  the  Single- 
Employer  and  Multiemployer  Programs.  Table  Ha 
gives  the  breakdown  of  the  individual  participant 
valuation  liability  by  type  of  recipient.  The  "other" 
category  is  comprised  of  (1)  individuals  who  were 
scheduled  for  lump-sum  cashouts  at  fiscal  year-end 
and  (2)  individuals  who  were  beyond  their  normal 
retirement  age. 

The  plans  included  in  individual  participant 
valuation  calculations  tended  to  have  much  earlier 
dates  of  plan  termination  than  those  plans  for  which 
liability  was  estimated.  For  this  reason,  individual 
participant  valuation  results  may  not  be  comparable 
to  estimated  liability  results.  For  example,  more  of 
the  deferred-status  liability  has  become  pay-status 
liability  for  the  individual  participant  valuation 
plans  than  for  plans  valued  by  the  estimated  liability 
procedure. 


Table  Ha:  Portion  of  Reserve  Calculated  on  Individual  Participant  Basis 

(dollars  in  millions) 

Single-Employer  Multiemployer 


Recipient 
Class 

Pay-status 

Deferred 

Other 

Total 


Benefit 
Recipients 

19,383 
9,072 
3,556 

32,011 


Liability 

$236.8 
48.5 
35.9 

$321.2 


Benefit 
Recipients 


Liability 


3,250 

$22.1 

75 

0.4 

26 

0.1 

3,351 


$22.6 
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Table  lib  shows  the  individual  participant  valua- 
tion pay-status  liability  by  attained  age.  Table  He 
shows  the  liability  for  deferred-status  recipients  by  the 


number  of  years  that  a  participant's  expected  retire- 
ment age  exceeds  his  or  her  attained  age. 


Table  lib:  Individual  Participant  Valuation  Liability  for  Pay-Status 
Recipients 


(dollars  in  millions) 


Single-Employer 


Multiemployer 


ci 


»  Ul: 


Attained  Age 

Under  40 

40-44 

45-49 

50-54 

55-59 

60-64 

65-69 

70-74 

75-79 

80-84 

85-89 

Over  89 

Total 


Recipients 


Liability 


27 

$     0.4 

33 

0.4 

170 

4.1 

373 

9.1 

1,164 

24.3 

3,227 

47.2 

5,788 

77.4 

4,526 

46.3 

2,519 

19.7 

1,092 

6.1 

329 

1.4 

135 

0.4 

Recipients 


Liability 


19,383 


$236.8 


0 

$  0.0 

0 

0.0 

0 

0.0 

7 

0.1 

71 

1.3 

215 

4.3 

496 

5.4 

546 

4.3 

755 

3.5 

693 

2.2 

347 

0.8 

120 

0.2 

3,250 


$22.1 


Table  He:  Individual  Participant  Valuation  Liability  for  Deferred-Status 
Recipients 


(dollars  in  millions) 


Single-Employer 


Multiemployer 


Number  of  Years  Between 
Expected  Retirement 
Age  and  Attained  Age 


Recipients 


Liability 


Recipients 


Liability 


1 

616 

$  5.0 

12 

$0.1 

2 

556 

4.9 

4 

* 

3-7 

2,634 

18.5 

14 

0.1 

8-12 

1,892 

8.8 

16 

* 

More  than  12 

3,374 

11.3 

29 

0.2 

Total 

9,072 

$48.5 

75 

$0.4 

*Less  than  $50,000. 
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The  following  tables  show  additional  details  for 
the  estimated  liability  calculations.  Table  Ilia  gives 
totals  for  plans  that  have  final  date  of  plan  termina- 
tion values  calculated  and  for  those  that  do  not.  Table 
Illb  gives  the  liability  separately  for  the  26  largest 


plans  —  those  with  liabilities  in  excess  of  $10  million 
each.  Table  IIIc  gives  the  liability  by  recipient  class  as 
stated  in  the  valuation  report:  retired,  active  vested, 
and  terminated  vested. 


Table  Ilia:  Estimated  Liability  Portion  with  Final  Benefit  Determinations 

(dollars  in  millions)  Single-Employer  Multiemployer 


Plans 


Liability 


Total  477  100% 

*  Estimated  value  of  guaranteed  benefits  of  $10  million  or  more  per  plan  at  dale  of  plan  termination. 


Table  IIIc:  Estimated  Liability  by  Recipient 
Status  as  Stated 


Percentage  of  Total  Liability 


Recipient  Class 

Retired 
Active  Vested 
Terminated  Vested 

Single-Employer 

47 
46 

7 

Multiemployer 

48 
37 
15 

Total 

100% 

100% 

Plans 


Liability 


Plans  with  final  benefits                                                 142 

$  161.6 

1 

$0.9 

Plans  with  estimated  final  benefits                               335 

1,087.2 

3 

1.2 

Total                                                                              477 

$1,248.8 

4 

$2.1 

Table  Illb:  Estimated  Liability  Large  Plan 

Summary 

Single 

-Em 

ployer 

Multiemployer 

Number 

Percent 

Number 

Percent 

of 

of  Total 

of 

of  Total 

Plans 

Liability 

Plans 

Liability 

Plans  with  final  benefits                                                 142 

13 

1 

42 

Plans  with  estimated  final  benefits 

a.   Large  plans*                                                            26 

65 

0 

0 

b.  Others                                                                    309 

22 

3 

58 

100% 
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Statement  of  Actuarial  Opinion 

It  is  my  opinion  that  (1)  the  techniques  and  meth- 
odologies used  by  the  PBGC  in  evaluating  the  Cor- 
poration's actuarial  liability  for  the  Single-Employer 
and  Multiemployer  Programs  are  generally  accepted 
within  the  actuarial  profession;  and  (2)  the  assump- 
tions used  and  the  resulting  liability  totals  are,  in  the 
aggregate,  reasonable  for  the  purpose  of  evaluating 
the  financial  and  actuarial  status  of  the  trust  funds, 
taking  into  consideration  the  experience,  expecta- 
tions, and  methodologies  described  herein. 


Cr<HT 


A*s<£*jX 


Vincent  Amoroso, 

Fellow  of  the  Society  of  Actuaries, 

Member  of  the  American  Academy  of  Actuaries, 

Chief  Actuary,   PBGC 
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Statistical  History  of  Claims 

Plans  that  have  terminated  during  the  Corpora- 
tion's history  have  varied  widely  in  terms  of  the  size 
of  claim  on  a  per  plan  basis.  Claims  incurred  by  the 
Single-Employer  Program  over  the  last  two  fiscal 
years,  however,  have  been  substantially  larger  than 
those  of  prior  years.  In  fact,  plans  terminated  during 
these  two  years  account  for  over  half  of  total  guaran- 
teed benefit  liabilities  as  of  September  30,  1983,  and 
about  55  percent  of  cumulative  net  claims. 

Table  IV  shows,  by  fiscal  year,  total  pension  lia- 
bilities guaranteed  by  the  PBGC  as  of  the  date  of 
plan  termination,  assets  of  terminated  plans,  statu- 
tory employer  liability  (the  amount  expected  to  be 
collected  from  the  plan  sponsor),  and  the  resulting 
net  claims  against  the  PBGC. 


l 
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Table  IV:  Claims  Experience  by  Fiscal  l&ar1  (Single-Employer  Program) 

(dollars  in  millions) 


Date 

Guaranteed 

Percent 

of 

No.  of 

Benefit 

Plan 

Employer 

Net 

of  Total 

Termination 

Plans 
98 

Liability 

Assets 

Liability2 

Claim3 

Net  Claims 

7/1/74-6/30/75 

$      56.0 

$   18.9 

$ 

5.0 

$  32.1 

4.0 

7/1/75-9/30/76 

172 

88.4 

44.5 

26.4 

17.6 

2.2 

10/1/76-9/30/77 

130 

52.2 

21.3 

7.3 

23.5 

3.0 

10/1/77-9/30/78 

99 

124.6 

44.7 

6.0 

73.8 

9.3 

10/1/78-9/30/79 

80 

81.7 

29.6 

4.1 

48.1 

6.1 

10/1/79-9/30/80 

106 

180.1 

81.5 

5.3 

93.4 

11.8 

10/1/80-9/30/81 

124 

176.1 

79.8 

25.1 

71.1 

9.0 

10/1/81-9/30/82 

112 

431.2 

164.7 

6.9 

259.6 

32.7 

10/1/82-9/30/83 

100 

373.4 

184.6 

14.8 

174.1 

21.9 

Total 


1,021 


1,563.8 


$100.9 


$793.3 


100.0% 


Note:  Detail  figures  may  not  add  to  total  due  to  rounding. 


'The  data  presented  are  as  of  the  date  of  plan  termination  using 
data  as  they  existed  at  the  time  of  the  FY  1983  closing.  The 
amounts  reflected  here  are  not  entirely  consistent  with  the  amounts 
originally  reported  because  of  revised  estimates  of  previously 
reported  claims. 

''After  deductions  for  uncollectibility  of  the  statutory  liability.  For 
detailed  explanation,  see  Note  7  (p.  35)  of  the  Footnotes  to  the  Cor- 
poration's Financial  Statements. 

3The  net  claim  values  presented  here  for  fiscal  years  1982  and  1983, 
are  different  from  the  values  presented  on  page  28  of  the  Financial 


Statements.  The  Statements  show  claims  of  $202.9  million  and 
$167.5  million  for  fiscal  years  1982  and  1983,  respectively,  compared 
to  Table  IV  values  of  $259.6  million  and  $174.1  million,  respectively. 
Table  IV  data  reflect  plans  in  the  years  they  terminated,  not  the 
year  they  were  recognized  as  a  pending  termination.  Also  in  Table 
IV,  adjustments  resulting  from  more  current  information  on  the 
plans  terminated  in  prior  years  are  reflected  in  the  fiscal  year  during 
which  the  terminations  actually  occurred.  The  Financial  State- 
ments, on  the  other  hand,  reflect  this  information  in  the  year  in 
which  the  information  is  received. 
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Cumulative  benefit  liabilities  guaranteed  by  the 
Single-Employer  Program  as  of  the  date  of  plan  ter- 
mination increased  by  $373.4  million  during  FY  1983, 
from  $1,190.4  million  on  September  30,  1982,  to 
$1,563.8  million  as  of  September  30,  1983.  The  size 
ol  claims  incurred  by  the  Single-Employer  Program 
during  this  fiscal  year  was  smaller  than  the  claims 
experienced  in  the  prior  year.  The  FY  1983  claims, 
however,  are  much  larger  than  those  incurred  during 
all  ol  the  other  seven  preceding  years.  Aggregate  net 
claims  against  the  program  rose  from  $619.2  million 
at  FY  1982  year-end  to  $793.3  million  by  the  end  of 
FY  1983. 


The  amount  of  benefit  liabilities  for  the  year 
ended  September  30,  1983,  averaged  over  $3.7  mil- 
lion per  terminated  plan.  The  PBGC  expects  that  ap- 
proximately 53  percent  of  this  amount  (an  average  of 
$2.0  million  per  plan)  will  be  funded  by  assets  of  the 
terminated  plans  and  employer  liability.  Thus,  the 
average  net  claim  is  about  $1.7  million  per  plan  ter- 
minated during  fiscal  year  1983. 

A  distribution  of  claims  based  on  the  average 
claim  per  terminated  plan  for  fiscal  years  1975 
through  1983  is  shown  in  Table  V.  As  shown  in  the 
table,  net  claims  averaged  about  51  percent  of  total 
gross  liabilities  assumed  by  the  Corporation  as  of 
September  30,  1983. 


Table  V:  Average  Claims  Experience  Per  Plan  by  Fiscal  Year4  (Single-Employer 
Program) 

(dollars  in  thousands) 


Date 

Guaranteed 

of 

Benefit 

Plan 

Employer 

Net 

Termination 

Liability 

$    571 

Assets 

Liability 
$  51 

Claim 

7/1/74-6/30/75 

$     193 

$    327 

7/1/75-9/30/76 

514 

259 

153 

102 

10/1/76-9/30/77 

401 

164 

56 

181 

10/1/77-9/30/78 

1,259 

452 

61 

746 

10/1/78-9/30/79 

1,022 

370 

52 

600 

10/1/79-9/30/80 

1,700 

769 

50 

881 

10/1/80-9/30/81 

1,420 

643 

202 

575 

10/1/81-9/30/82 

3,850 

1,471 

61 

2,318 

10/1/82-9/30/83 

3,734 

1,846 

147 

1,741 

Average  7/1/74-9/30/83 

$1,532 

$    656 

$  99 

$    777 

4See  footnotes  1  and  2  on  p.  48. 

Net 

Claim 

Percentage 

57.3% 

19.8 

45.1 

59.2 

58.7 

51.8 

40.5 

60.2 

46.6 

50.7% 
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Table  VI  provides  an  analysis  of  the  impact  that 
changes  in  actuarial  assumptions  have  on  the  present 
value  of  benefits  per  plan. 

The  average  interest  rate  is  the  average  of  the 
PBGC's  rates  for  immediate  annuities  during  the 
year,  weighted  by  the  appropriate  dollar  volume  of 
benefit  liabilities.  The  actual  value  of  benefits  per 
plan  is  the  value  computed  using  those  rates.  The 
adjusted  present  value  of  benefits  is  the  per  plan 
value  using  9.50  percent,  the  rate  used  to  value  Cor- 
porate liabilities  on  September  30,  1983. 

The  growth  in  the  size  of  benefit  liabilities 
during  the  last  two  fiscal  years  (1982-83),  as  noted  in 
the  unadjusted  data  contained  in  Table  V,  is  even 


more  noticeable  when  changes  in  actuarial  assump- 
tions are  taken  into  account.  For  example,  the  inter- 
est rate  used  to  value  immediate  annuities  declined 
from  11.0  percent  to  9.50  percent  between  Septem- 
ber 30,  1982,  and  September  30,  1983,  with  an  aver- 
age rate  of  9.83  percent  for  the  year.  When  the  FY 
1983  liabilities  are  valued  at  this  rate,  the  average  lia- 
bility per  plan  is  $3.7  million.  When  the  9.50  percent 
rate  (the  rate  in  effect  at  the  end  of  FY  1983)  is  used, 
the  average  benefit  liability  per  plan  terminated 
during  FY  1983  increases  by  more  than  $100,000, 
whereas  the  average  benefit  liability  per  plan  termi- 
nated during  FY  1982  increases  by  almost  $600,000. 


Table  VI:  Impact  of  Actuarial  Assumptions  on  the  Present  Value  of  Benefits5 
(Single-Employer  Program) 


Fiscal 
Year 

1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 


Average  Interest 

Rate  for  Immediate 

Annuities  during 

Year 

8.00% 
7.43 
6.93 
6.87 
7.45 
8.66 
9.56 
10.90 
9.83 


Present  Value 

of  Benefits  Per  Plan 

(dollars 

in  thousand; 

0 

Actual 

Adjusted 

$    571 

$    493 

541 

419 

401 

312 

1,259 

969 

1,022 

834 

1,700 

1,565 

1,420 

1,423 

3,850 

4,413 

3,734 

3,855 

5See  footnote  1  on  p.  48 . 
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The  distribution  of  the  benefit  liabilities  per  plan 
as  of  date  of  termination  is  shown  by  size  in  Table 
VII. 

The  total  number  of  plans  with  gross  liabilities 
in  excess  of  $10  million  each  continued  to  grow,  from 
22  plans  as  of  September  30,  1982,  to  31  plans  by 
the  end  of  FY  1983.  While  these  31  plans  represent 
only  3  percent  of  all  terminated  plans,  they  account 
for  almost  60  percent  of  the  single-employer  guaran- 
teed benefit  liability  assumed  to  date. 

The  gross  PBGC  liabilities  as  of  date  of  plan 
termination  were  based  on  the  present  value  of 
guaranteed  benefits  as  of  the  date  of  plan  termina- 
tion. Some  of  this  amount  is  offset  by  assets  of  termi- 
nated plans  and  by  employer  liability  recoverable 


Table  VII:  Distribution  by  Size  of  Guaranteed  Benefit  Liability  as  of  Date 
of  Plan  Termination  (Single-Employer  Program) 


Plans 


Dollars 


Amount  in 

Size  of  Liability 

Number 

Percent 

1.4 

millions 

Percent 

Greater  than  $25  million 

14 

$ 

626.5 

40.1 

$10-25  million 

17 

1.7 

294.3 

18.8 

$5-10  million 

22 

2.2 

152.7 

9.8 

$2-5  million 

61 

6.0 

200.0 

12.8 

$1-2  million 

80 

7.8 

115.6 

7.4 

$500,000-1  million 

103 

10.1 

72.4 

4.6 

$250,000-500,000 

134 

13.1 

46.9 

3.0 

Less  than  $250,000 

590 

57.8 

55.3 

3.5 

Total 


1,021 


100.0% 


$1,563.8 


100.0% 


Note:  Detail  figures  may  not  add  to  total  due  to  rounding. 
6See  footnote  1  p.  48. 
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from  the  plan  sponsor.  When  these  adjustments  are 
made  and  the  claim  is  measured  on  a  net  basis,  the 
distribution  by  size  is  obtained,  as  shown  in  Table 
VIII. 

The  amount  of  benefit  liability  that  must  be 
funded  by  the  PBGC  (net  claims)  totalled  $793.3 
million  as  of  September  30,  1983.  About  22  percent 
of  this  amount  ($174  million)  is  attributable  to  plans 
that  terminated  during  FY  1983.  As  noted  earlier, 
the  size  of  claims  against  the  Single-Employer  Pro- 
gram increased  significantly  over  the  last  few  years. 
Since  the  program  began,  there  has  been  a  total  of 
eight  plan  terminations  with  a  net  claim  of  more 
than  $25  million  each.  Six  of  these  extraordinarily 
large  claims  occurred  during  the  last  two  fiscal  years. 
Of  the  18  plans  with  a  net  claim  of  more  than  $10 
million  each,  12  (or  two-thirds)  of  them  were  termi- 
nated during  fiscal  years  1982  and  1983.  These  12 


plans  account  for  more  than  $303  million  in  net 
claims  against  the  program  —  over  38  percent  of 
total  net  claims  assumed  to  date. 

As  of  Septemer  30,  1983,  there  were  1,021 
single-employer  plans  for  which  the  Corporation  had 
become,  or  was  expected  to  become,  trustee.  In  some 
instances,  one  event  resulted  in  the  termination  of 
several  related  plans.  An  event,  as  used  herein,  is  a 
single  action  of  a  sponsor/employer  that  results  in 
one  or  more  plans  of  the  same  sponsor  being  termi- 
nated within  30  days  of  each  other. 


Table  VIII:  Distribution  of  Net  Claims  by  Size  of  Claim7  (Single-Employer 
Program) 


Plans 


Dollars 


Amount  in 

Size  of  Net  Claim 

Number 

Percent 

millions 

Percent 

Greater  than  $25  million 

8 

0.8 

$294.0 

37.1 

$10-25  million 

10 

1.0 

160.5 

20.2 

$5-10  million 

14 

1.4 

98.8 

12.5 

$2-5  million 

31 

3.0 

91.0 

11.5 

$1-2  million 

39 

3.8 

56.9 

7.2 

$500,000-1  million 

54 

5.3 

38.4 

4.8 

$250,000-500,000 

64 

6.3 

23.3 

2.9 

Less  than  $250,000 

801 
1,021 

78.4 
100.0% 

30.4 

3.8 

Total 

$793.3 

100.0% 

"See  footnotes  1  and  2  on  p.  48. 
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As  shown  in  Table  IX,  842  separate  events 
resulted  in  the  termination  of  1,021  individual  plans. 
About  30  percent  of  these  1,021  individual  plan  ter- 
minations (296  plans)  resulted  from  sponsors  ter- 
minating two  or  more  of  their  plans  during  a  30-day 
period.  As  many  as  nine  individual  plans  were  termi- 
nated as  the  result  of  a  single  event. 

A  distribution  of  the  size  of  net  claims  that 
resulted  from  the  842  events  is  shown  in  Table  X. 
Over  half  of  the  single-employer  net  claims  incurred 
to  date  resulted  from  nine  events.  In  fact,  the  liabili- 
ties resulting  from  only  14  plan  sponsors  terminating 
their  plans  ($519.4  million)  almost  equal  the  current 
Single-Employer  Program  deficit  of  $523.3  million. 


Table  IX:  Number  of  Plans  Terminated  per 
Event 


Number  of  Plans 
Terminated  as  the 
Result  of  one  Event 

1 
2 
3 
4 

5 
6 

7 


Total 


Table  X:  Distribution  of  Net  Claims  by  Events8 

Events 


Size  of  Net  Claim 

Greater  than  $25  million 
$10-25  million 
$5-10  million 
$2-5  million 
$1-2  million 
$500,000-1  million 
$250,000-500,000 
Less  than  $250,000 

Total 

Note:  Detail  figures  may  not  add  to  total  due  to  rounding. 
8See  footnotes  1  and  2  on  p.  48. 


Number 


5 
9 

30 
35 
36 
49 
669 


842 


Percent 

1.0 
0.6 
1.0 
3.6 
4.2 
4.3 
5.8 
79.5 

100.0% 


Frequency 

725 

87 

18 

4 

3 

1 

2 

1 

_1 

842 


Total  Number 
of  Plans 

725 
174 

54 

16 

15 
6 

14 


1,021 


Net  Claims 

Amount  in 

millions 

Percent 

$441.3 

55.6 

78.1 

9.8 

61.4 

7.7 

92.7 

11.7 

50.7 

6.4 

25.0 

3.2 

18.1 

2.3 

26.0 

3.3 

$793.3 


100.0% 
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The  Single-Employer  Program  Five-Year  Projection 
(FY  1984-88) 

The  projection  of  financial  condition  and  opera- 
tions is  based  upon  methods  consistent  with  those 
employed  in  the  Actuarial  Report  in  prior  years. 

The  Single-Employer  Program  premium  has 
been  $2.60  per  participant  since  January  1,  1978. 
The  Corporation  has  studied  its  premium  needs  and 
concluded  that  a  substantially  higher  premium  is 
required  in  order  to  maintain  the  Single-Employer 
Program  on  a  financially  sound  basis.  The  Adminis- 
tration has  submitted  an  official  request  to  Congress 
for  an  increase  in  the  premium  to  $7.00  per  par- 
ticipant, effective  for  plan  years  beginning  on  or  after 
January  1,  1984. 

For  the  purposes  of  this  year's  forecast,  the 
methodology  used  for  the  FY  1982  Actuarial  Report 
was  applied  to  data  on  PBGC's  experience  through 
the  end  of  FY  1983.  In  order  to  account  for  the 
unusually  high  level  of  claims  in  fiscal  years  1982  and 
1983,  the  difference  between  projected  claims  and 
actual  claims  for  those  years  was  spread  uniformly 
over  the  nine  years  of  the  program's  existence.  This 
has  the  effect  of  assuming  that  the  average  value  of 
excess  claims  experienced  during  FY  1982  and 
FY  1983  will  occur  only  once  every  nine  years. 

Claims  experience  is  projected  on  a  per  event 
basis  rather  than  a  per  plan  basis.  The  PBGC 
believes  the  per  event  basis  is  more  valid  for  fore- 
casting. 


For  the  five-year  projection,  the  current 
premium  rate  of  $2.60  per  participant  is  used. 

Additional  key  assumptions  made  in  order  to 
estimate  the  value  of  future  assets  and  liabilities  are: 

•  The  Single-Employer  Program  deficit  is  $523 
million  as  of  September  30,  1983. 

•  Administrative  expenses  are  consistent  with 
those  contained  in  the  President's  FY  1985 
budget. 

•  The  reserve  for  guaranteed  benefits  is 
assumed  to  remain  valued  at  9.50  percent  for 
immediate  annuities,  with  appropriate  rates 
for  deferred  annuities.  Investments  are 
assumed  to  earn  a  rate  of  return  which  is  con- 
sistent with  this  assumption. 

•  The  largest  claim  to  date  of  $63  million  is  also 
the  largest  claim  included  in  the  historical  data 
base  used  to  project  future  claims. 

•  The  major  features  of  the  Single-Employer 
Program  would  not  be  changed. 

•  The  total  number  of  covered  plan  participants 
for  FY  1984  through  FY  1988  is  based  on 
premium  receipts  for  FY  1983  and  the 
assumption  that  the  number  of  participants 
will  increase  at  an  annual  rate  of  1.1  million 
participants  over  the  next  five  years.  This  fig- 
ure reflects  the  trend  line  based  upon  current 
experience. 
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These  assumptions  generate  the  following  esti- 
mates of  the  status  of  the  Single-Employer  Program 
for  FY  1984  through  FY  1988.  Two  major  caveats 
apply  to  the  results: 

•  The  projection  does  not  include  the  possibility 
ol  potential  claims  of  much  greater  magnitude 
than  have  occurred  historically,  that  could 
arise  if  major  companies  were  to  fail.  Such 
claims  have  been  excluded  because  the  Corpo- 
ration does  not  have  a  sufficient  basis  for 
determining  that  any  specific  major  company 
will  fail  or  that  an  associated  plan  termination 
will  occur  within  the  next  five  years. 

•  In  the  absence  of  amendments  to  Title  IV, 
there  is  a  great  risk  that  the  level  of  claims  will 
increase  materially  resulting  in  deficits  larger 
than  those  projected  below. 


Table  XI:  Five-Year  Forecast  for  the  Single- 
Employer  Program  (at  a  $2.60  premium) 

Balance  as  of  September  30 


The  PBGC  recognizes  that  there  is  a  substantial 
degree  of  variability  in  the  PBGC's  historical  claims 
experience,  as  well  as  uncertainty  surrounding  other 
assumptions  underlying  the  projections.  Therefore,  a 
degree  of  uncertainty  in  the  five-year  forecast  would 
be  expected.  Accordingly,  the  deficit  was  forecast  for 
alternative  assumptions  concerning  future  claims, 
covered  participant  growth,  and  administrative 
expenses. 


In  the  first  scenario,  the  following  assumption 
was  made: 

•  The  excess  claims  incurred  in  FY  1982  and 
FY  1983,  while  reflected  in  the  deficit  to  be 
amortized,  were  not  included  in  the  projected 
future  claims. 

This  resulted  in  a  projected  deficit  of  $1,296  mil- 
lion on  September  30,  1988. 


In  the  second  scenario,  the  following  assump- 
tions were  made: 


(dollars  in  millions) 


Fiscal  Year 

Liabilities 

Assets 

Deficit 

1983  (Actual) 

$1,608 

$1,085 

$    523 

1984 

1,902 

1,230 

672 

1985 

2,195 

1,354 

841 

1986 

2,507 

1,472 

1,035 

1987 

2,837 

1,581 

1,256 

1988 

3,184 

1,676 

1,508 

The  annual  average  of  the  excess  claims 
incurred  in  FY  1982  and  FY  1983  would  be 
incurred  in  the  future  on  average  every  two 
years. 

Participants  would  grow  at  a  lower  rate  of  0.55 
million  per  year. 

The  growth  rate  applied  to  future  administra- 
tive expenses  would  be  twice  the  rate  used  in 
the  above  five-year  forecast. 


This  resulted  in  a  projected  deficit  of  $1,799  mil- 
lion on  September  30,  1988. 
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I.  Letter  of  Transmittal 


The  President 
Vie  Wfiite  House 
Washington,  D.C.  20500 


Honorable  George  Bush 
President  of  the  Senate 
Washington,  D.C.  20510 

Honorable  Thomas  P.  O'Neill,  Jr. 
Speaker  of  the  House  of  Representatives 
Washington,  D.C.  20515 


Gentlemen: 


We  are  pleased  to  submit  the  10th  Annual  Repoi 
tion  (PBGC)  in  accordance  with  section  4008  of  the 
of  1974  (ERISA),  as  amended.  We  are  pleased  to  be 
Corporation's  accumulated  deficit.  However,  the  PBC 
single-employer  premium  and  certain  legislative  chan 

The  PBGC  is  responsible  for  insuring  the  basic  b 
defined  benefit  pension  plans,  as  specified  in  Title  IV 
PBGC's  operations  for  fiscal  year  1984.  It  includes  del 
major  activities  and  accomplishments  of  the  PBGC  du 


Sine 

Rayi 
Seen 


By 

Ford  I 
Under 


u61_O-1096 


C.  C.  Tl^p 

Executive  Director 


The  Dbraiy  of  the 


University  of  Illinois 
r'  |;rH~rn-Cfi?mpaign 
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The  President 
77??  White  House 
Washington,  DC.  20500 

Honorable  George  Bush 
President  of  the  Senate 
Washington,  DC  20510 

Honorable  Thomas  P.  O'Neill,  Jr. 
Speaker  of  the  House  of  Representatives 
Washington,  DC  20515 


Gentlemen: 

We  are  pleased  to  submit  the  10th  Annual  Report  of  the  Pension  Benefit  Guaranty  Corpora- 
tion (PBGC)  in  accordance  with  section  4008  of  the  Employee  Retirement  Income  Security  Act 
of  1974  (ERISA),  as  amended.  We  are  pleased  to  be  able  to  report  a  $73  million  reduction  in  the 
Corporation's  accumulated  deficit.  However,  the  PBGC  still  stands  in  need  of  an  increase  in  its 
single-employer  premium  and  certain  legislative  changes  to  shore  up  its  insurance  programs. 

The  PBGC  is  responsible  for  insuring  the  basic  benefits  of  participants  in  private-sector, 
defined  benefit  pension  plans,  as  specified  in  Title  IV  of  ERISA.  This  report  is  a  record  of  the 
PBGC's  operations  for  fiscal  year  1984.  It  includes  detailed  financial  statements  and  reflects  the 
major  activities  and  accomplishments  of  the  PBGC  during  the  year. 

Sincerely, 

Raymond  J.  Donovan 
Secretary  of  Labor 


By 

Ford  B.  Ford 

Under  Secretary  of  Labor 


C.  C.  Tharp 
Executive  Director 
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Table  n.A:  Single-Employer  Fund 

(Dollars  in  millions) 


Total  Assets 

Reserve  for  guaranteed  benefits 

Accumulated  results  of 

operations  (loss) 
Estimated  future  benefit 

payments  to  participants  of 

terminated  plans  and  plans 

pending  termination 
Premium  income 
Investment  and  other  income 
Actuarial  charges  (credits) 
Losses  (gains)  from  plans 

terminated  and  plans  pending 

termination 
Benefit  payments 
Administrative  expenses 
Income  over  (under)  expenses 
Investments  —  revolving  funds 

and  trusteed  plans 


Year  Ended  September 

30 

1984 

1983 

1982 

1981 

1980 

1,063.3 

$1,084.9 

$    834.8 

$    515.4 

$    466.5 

1,496.6 

1,570.0 

1,138.0 

685.0 

543.0 

(462.0) 


(523.3) 


(332.8) 


(188.8) 


(94.6) 


4,100.0 

4,100.0 

3,250.0 

1,850.0 

1,350.0 

80.5 

81.5 

79.6 

75.0 

71.2 

29.7 

188.3 

96.2 

(5.4) 

22.3 

(23.2) 

265.7 

92.7 

2.5 

(4.4) 

41.7 

167.4 

202.9 

140.6 

26.3 

169.3 

136.6 

94.2 

56.8 

36.2 

30.3 

27.2 

24.2 

20.6 

19.8 

61.3 

(190.5) 

(144.0) 

(94.2) 

51.8 

831.9 


759.1 


538.1 


351.7 


294.1 


Number  of  participants  receiving 
benefits  at  end  of  the  year 


64,700 


55,400 


50,900 


36,400 


28,000 


Note:  Financial  Statements  begin  on  p.  28. 


Table  II.  B:  Multiemployer  Fund 

(Dollars  in  millions) 


Total  Assets 

Reserve  for  guaranteed  benefits 

Reserve  for  future  financial 

assistance 
Accumulated  results  of 

operations  (loss) 
Estimated  future  benefit 

payments  to  participants  of 

terminated  plans  and  plans 

pending  termination 
Financial  assistance 

outstanding  —  net 
Premium  income 
Investment  and  other  income 
Actuarial  charges  (credits) 
Losses  (gains)  from  plans 

terminated  and  plans  pending 

termination 
Losses  from  financial  assistance 
Benefit  payments 
Administrative  expenses 
Income  over  (under)  expenses 
Investments  —  revolving  funds 

and  trusteed  plans 

Number  of  participants  receiving 
benefits  at  end  of  year 

Number  of  plans  that  received 
financial  assistance 

Number  of  participants  in  plans 
receiving  financial  assistance 

Number  of  participants 

receiving  benefit  payments 
in  plans  receiving  financial 
assistance 

Note:  Financial  Statements  begin  on  p.  28. 


Year  Ended  September  30 

1984 

1983 

1982 

1981 

1980 

$60.8 

$52.4 

$40.3 

$28.0 

$21.1 

22.0 

25.0 

26.8 

27.0 

28.7 

19.4 

19.0 

0.0 

0.0 

0.0 

17.2 

6.0 

11.1 

(1.3) 

(8.5) 

54.0 


53.0 


8,500 


58.0 


45.4 


9,300 


62.0 


34.0 


9,600 


64.0 


22.2 


10,100 


63.0 


1.5 

0.9 

0.3 

0.3 

0.0 

12.2 

12.8 

12.8 

11.7 

4.5 

3.4 

6.8 

5.5 

(0.1) 

1.8 

1.1 

2.0 

3.4 

0.4 

1.0 

(0.4) 

0.3 

(0.6) 

1.6 

0.9 

0.6 

19.1 

0.0 

0.0 

0.0 

3.6 

3.8 

4.5 

4.3 

3.9 

3.0 

3.2 

3.2 

2.3 

2.1 

11.2 

(5.1) 

12.3 

7.3 

2.4 

17.7 


3,400 

3,500 

3,800 

4,000 

4,100 

2 

2 

1 

1 

0 

11,800 

12,700 

13,000 

13,600 

0 

III.  Introduction 


The  Pension  Benefit  Guaranty  Corporation  (PBGC)  is 
pleased  to  report  a  net  $73  million  positive  result  of  operations 
in  FY  1984.  This  will  reduce  the  accumulated  PBGC  deficit  by 
a  corresponding  amount.  It  is  the  first  positive  net  since  FY 
1980  and  represents  the  largest  positive  result  in  the  Corpora- 
tion's history. 

The  Corporation  celebrated  its  10th  anniversary  of  exis- 
tence in  September  1984.  Title  IV  of  the  Employee  Retirement 
Income  Security  Act  of  1974  (ERISA)  created  the  PBGC  to 
protect  the  retirement  incomes  of  participants  and  beneficiaries 
enrolled  in  private-sector  defined  benefit  pension  plans.  The 
PBGC's  mission  is  to  carry  out  the  objectives  of  Title  IV, 
which  include: 

•  encouraging  the  continuation  and  maintenance  of  volun- 
tary defined  benefit  pension  plans  for  the  protection  of 
participants,  retirees,  and  beneficiaries, 

•  providing  for  timely  and  uninterrupted  payment  of 
benefits  for  pension  plans  covered  by  Title  IV, 

•  maintaining  insurance  premiums  at  the  lowest  rate  con- 
sistent with  carrying  out  the  Corporation's  obligations. 

The  Multiemployer  Pension  Plan  Amendments  Act  of  1980 
(MPPAA)  amended  Title  IV  of  ERISA.  It  modified  existing 
multiemployer  termination  insurance  provisions,  and  the  pro- 
tection provided  plan  participants,  and  replaced  the  multi- 
employer termination  insurance  program  with  an  insolvency- 
based  protection  program  that  enhanced  the  financial 
soundness  of  the  plans.  It  also  emphasized  plan  continuation 
and  cost  containment.  MPPAA  objectives  include: 

•  alleviating  certain  problems  that  tend  to  discourage 
growth  or  maintenance  of  multiemployer  pension  plans, 

•  providing  reasonable  protection  for  participants,  retirees, 
and  beneficiaries  of  financially  distressed  multiemployer 
pension  plans, 

•  offering  a  financially  self-sufficient  program  for  the 
guarantee  of  employee  benefits  under  multiemployer 
pension  plans. 


The  PBGC  is  a  Government  agency  financed  through 
(1)  premiums  collected  from  covered  pension  plans,  (2)  assets 
acquired  from  terminated  pension  plans,  (3)  employer  liability 
payments,  and  (4)  investment  income  and  appreciation  on 
invested  assets. 

The  Corporation  now  guarantees  the  pension  benefits  of 
approximately  38  million  American  workers  covered  by  more 
than  112,000  private-sector  defined  benefit  plans. 


A  Historical  Overview:  The  Maturing  of  the  PBGC 

When  President  Gerald  A.  Ford  signed  the  Employee 
Retirement  Income  Security  Act  (ERISA)  into  law  on  Labor 
Day  1974,  the  Pension  Benefit  Guaranty  Corporation  (PBGC) 
was  created.  Passing  the  law  had  taken  a  long  time,  almost 


seven  years  from  the  time  Senator  Jacob  Javits  of  New  York 
first  introduced  his  pension  reform  bill  in  1967. 

In  September  of  1984,  on  the  occasion  of  the  PBGC's  10th 
anniversary,  former  Senator  Javits  offered  his  reflections  on  the 
enactment  of  ERISA.  Following  are  some  of  the  Senator's 
comments: 


My  original  purpose  in  introducing  the  bill  that  ultimately 
became  ERISA  was  to  protect  the  benefits  of  the  25  mil- 
lion workers  covered  by  private  pension  plans.  These  plans 
had  reserve  assets  of  more  than  $100  billion  —  which, 
even  then,  was  the  largest  aggregate  of  "virtually  unregu- 
lated" money  in  the  Nation.  It  was  early  1971,  and  I  was 
Ranking  Member  of  the  Senate  Labor  and  Public  Welfare 
Committee. 

We  look  today  at  coverage  of  an  estimated  40  million 
workers,  about  one-third  the  work  force  in  the  United 
States,  and  $900  billion  of  reserve  assets  that  may  well 
reach  $3  trillion  before  the  end  of  the  century.  The  impact 
of  this  pool  of  capital  on  both  the  retirement  security  for 
so  many  Americans  and  the  continued  growth  and  mod- 
ernization of  the  United  States  economy  staggers  the 
imagination. 

When  I  introduced  the  bill,  public  information  about  pen- 
sion plans  had  already  been  made  available  through  the 
Pension  and  Welfare  Disclosure  Act  of  1958,  but  concern 


about  the  adequacy  of  the  Social  Security  system  to  sup- 
port its  part  of  the  retirement  responsibility  had  not  yet 
been  challenged.  The  jeopardy  to  the  private  pension  sys- 
tem, however,  had  already  been  made  vivid  when  the 
Studebaker  pension  plan  was  terminated  in  1963  and  more 
than  4,000  workers  in  its  automobile  plant  in  South  Bend, 
Indiana,  lost  some  or  all  of  their  vested  pension  plan 
benefits. 

I  had  introduced  my  first  omnibus  pension  reform  bill  in 
1967,  but  not  until  seven  years  thereafter  was  ERISA 
enacted.  The  key  question  was  whether  it  was  possible  to 
construct  a  sound  and  workable  system  of  insurance 
guarantees  to  protect  workers'  benefits  in  private  pension 
plans  after  long  years  of  work  to  earn  them  .... 

Despite  the  reservations  of  innumerable  pension  and  legis- 
lative experts,  I  always  felt  that  termination  insurance  was 
both  attainable  and  feasible  if  certain  basic  principles  were 
accepted  .... 

.  .  .  The  fundamental  thinking  behind  termination  insur- 
ance demonstrates  that  the  program  is  still  a  pioneering 
one,  but  one  that  has  already  been  improved  substantially, 
and,  with  the  benefit  of  experience,  will  be  improved  even 
more.  We  should  not  forget  that,  aside  from  Sweden,  the 
United  States  was  the  first  major  industrialized  country  in 
the  world  to  adopt  such  an  unprecedented  regulatory  plan 
for  the  protection  of  vested  benefits.  Without  such  protec- 
tion, the  imposition  of  Federal  standards  of  vesting  would 
have  been  seriously  compromised,  for  employees  would 
have  had  to  run  the  risk  of  losing  the  very  benefits  that  the 
Government  insisted  the  plans  provide. 

We  are  very  fortunate  that  from  its  inception  PBGC  has 
discharged  its  responsibilities  with  an  objectivity  and  sense 
of  professionalism  without  which  the  Title  IV  program 
might  have  run  aground.  I  congratulate  the  employees, 
officers,  and  directors  of  PBGC,  who,  in  the  finest  tradi- 
tion of  Federal  Government  service,  have  made  a  program 
that  many  thought  was  a  high-minded  but  impractical  idea 
into  a  working  and  successful  reality  that  is  of  inestimable 
value  to  millions  of  American  workers  and  to  the  future  of 
the  U.S.  economy. 


Trusteed  Single-Employer  Plans 

During  FY  1984,  the  PBGC  became  trustee  for  108  termi- 
nated single-employer  pension  plans.  By  the  end  of  the  fiscal 
year,  another  119  pension  plans  were  being  processed  by  the 
Corporation  in  anticipation  of  the  PBGC  becoming  trustee  (see 
Table  VLB).  It  should  be  noted  that  even  before  completing  the 
necessary  arrangements  for  becoming  trustee,  the  PBGC 
ensures  that  participants  continue  receiving  their  guaranteed 
benefits. 

As  part  of  the  activities  associated  with  the  processing  of 


Early  Warning  System 

ERISA  provides  an  "early  warning  system,"  whereby  the 
PBGC  is  notified  if  a  pension  plan  or  plan  sponsor  is  experi- 
encing problems  that  could  result  in  a  claim  against  the  Corpo- 
ration. 

ERISA  makes  it  mandatory  for  plan  administrators  to 
notify  the  PBGC  if  any  of  the  following  "reportable"  events 
occur: 

•  withdrawal  of  a  substantial  employer  from  a  plan  with 
more  than  one  contributing  employer, 


Table  VLB:  PBGC  Single-Employer  Trusteeships  (Actual  and  Pending) 

FY  84  FY  83  FY  82  FY  81  FY  80  FY  79 

Plans  in 

PBGC 

trusteeship  999  891  771  659  514  389 

Pending 

plan 

trusteeships  119  130  133  126  267  259 

Total  1,118  1,021  904  785  781  648 


FY  78  FY  77  FY  76  FY  75 


266  145 


48 


260  281  222  95 

526  426  270  98 


trusteed  plans,  the  PBGC  received  about  $19  million  in  FY 
1984  from  previous  plan  sponsors  under  the  employer  liability 
provisions  of  the  law. 

By  the  end  of  FY  1984,  after  10  years  of  operation,  the 
PBGC  is,  or  expects  to  become,  trustee  for  1,118  terminated 
single-employer  pension  plans.  As  trustee,  the  Corporation  will 
be  directly  responsible  for  paying  the  PBGC-guaranteed  pen- 
sions to  about  149,000  participants  entitled  to  immediate  or 
deferred  benefits.  Table  VLB  shows  the  PBGC's  trusteeship 
activity  for  each  year  since  FY  1975. 


•  closing  of  a  facility  that  results  in  the  separation  of  more 
than  20  percent  of  the  plan's  participants, 

•  "Reportable  Events,"  defined  by  statute  or  regulation  as 
specific  occurrences  (other  than  the  two  listed  above), 
that  indicate  problems  with  a  plan's  potential  ability  for 
continued  operation. 

In  FY  1984,  filings  for  withdrawals  of  substantial  employ- 
ers and  for  facility  closings  declined  from  FY  1983  levels  by 
about  28  percent. 


■•'- 


A  lower  volume  of  filings  for  reportable  events  during  FY 
1984  reflected  the  impact  of  regulatory  changes  that  had 
reduced  the  number  of  occurrences  for  which  PBGC  notifica- 
tion was  required.  During  FY  1984,  the  Reportable  Events 
regulation  was  again  amended  to  further  reduce  notification 
requirements  for  single-employer  pension  plans  and  to  entirely 
eliminate  reportable  event  notification  requirements  for  multi- 
employer pension  plans.  As  a  result,  reportable  events  filings 
for  FY  1984  dropped  to  almost  half  the  number  filed  during 
FY  1983. 

Table  VI. C  shows  the  number  of  reportable  events,  clos- 
ings, and  withdrawals  since  FY  1976. 


Variances  and  Exemptions:  The  PBGC  is  authorized  to 
grant  variances  and  exemptions  from  statutory  rules  under 
which  an  employer  that  sells  its  assets  will  not  have  withdrawal 
liability.  There  were  10  such  requests  pending  at  the  beginning 
of  FY  1984  and  18  more  were  received  by  the  end  of  the  fiscal 
year.  Eighteen  cases  were  closed  during  FY  1984,  leaving  10 
pending. 

Alternative  Allocations:  In  FY  1981,  the  PBGC  issued  a 
regulation  on  allocating  unfunded  vested  benefits  among 
employers  to  determine  withdrawal  liability.  The  regulation 
established  a  procedure  for  plan  administrators  to  follow  when 


i 
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Table  VI  .C:  Reportable  Plan  Events,  Closings  and  Withdrawals 

FY  84  FY  83  FY  82  FY  81 


FY  80  FY  79  FY  78  FY  77  FY  76 


Reportable 

Events 

352 

680 

422 

602 

1,293 

1,584 

1,458 

1,677 

1,473 

Closing  of 

facilities 

and  Withdrawals 

of  substantial 

employers 

26 

36 

46 

67 

26 

54 

101 

111 

176 

Multiemployer  Plan  Processing 

Terminations:  During  FY  1984,  the  PBGC  received  22 
notices  of  termination  from  sponsors  of  multiemployer  pension 
plans.  Four  of  the  notices  were  terminations  resulting  from 
mass  withdrawals,  and  18  were  terminations  by  plan  amend- 
ments. Sixteen  multiemployer  pension  plan  termination  cases 
were  pending  at  the  close  of  FY  1983. 

The  PBGC  processed  17  cases  during  FY  1984  and  had  21 
pending  at  fiscal  year-end. 

Financial  Assistance:  The  Multiemployer  Pension  Plan 
Amendments  Act  of  1980  (MPPAA)  requires  the  PBGC  to  pro- 
vide financial  assistance  to  multiemployer  pension  plans  that 
are  unable  to  pay  benefits  guaranteed  under  ERISA.  During 
FY  1984,  the  PBGC  provided  financial  assistance  to  two  plans, 
with  a  current  total  of  8,471  benefit  recipients.  Included  in  the 
Financial  Statements  as  a  receivable  of  the  Corporation  is  $1.5 
million  for  collectible  financial  assistance. 


applying  to  the  PBGC  for  approval  of  allocation  methods  not 
specified  under  MPPAA.  Ten  requests  were  pending  at  the  end 
of  FY  1983,  and  eight  additional  requests  were  received  during 
FY  1984.  By  fiscal  year-end,  15  requests  had  been  resolved, 
leaving  three  requests  pending. 

Special  Withdrawal  Liability  Rules:  At  the  close  of  FY 
1984,  the  PBGC  was  processing  three  requests  for  approval  of 
plan  amendments  providing  for  special  withdrawal  liability 
rules  (similar  to  the  construction  and  entertainment  industry 
rules).*  Under  section  4203  (f)  of  ERISA,  the  PBGC  can 
authorize  plans  to  use  special  rules  if  (1)  the  industry  has 
characteristics  that  would  make  use  of  special  rules  appropriate 
and  (2)  use  of  such  rules  would  not  pose  a  significant  risk  to 
the  insurance  program. 


*See  ERISA  section  4203  (b)  ami  (c). 
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In  February  1984,  the  PBGC  approved  the  International 
Longshoremen's  and  Warehousemen's  Union-Pacific  Maritime 
Association  (ILWU-PMA)  Pension  Plan's  request  for  adoption 
of  a  special  withdrawal  liability  rule.  The  plan,  which  covers 
the  Pacific  Coast  longshoring  and  stevedoring  industry,  has 
about  20,000  participants. 

In  September  1984,  the  PBGC  approved  the  Maryland 
Race  Track  Employees  Pension  Fund's  request  for  adoption  of 
a  special  withdrawal  liability  rule.  The  plan,  which  covers  all 
thoroughbred  racetracks  in  Maryland,  has  about  1,250  partici- 
pants. 

Multi-Single  Transfers:  In  FY  1984,  the  PBGC  received 
seven  requests  for  the  transfer  of  liabilities  from  multiemployer 
plans  to  single-employer  plans.  The  requests  from  multi- 
employer plans  were  for  waivers  of  plan  contingent  liability  for 
guaranteed  benefits  under  section  4232  (c)  of  ERISA.  The 
waivers  were  to  apply  if  the  single-employer  plans  terminated 
within  five  years  after  the  transfer.  By  the  end  of  FY  1984,  five 
requests  had  been  granted,  and  two  were  pending. 


Multiemployer  Mergers  and  Transfers:  A  merger  or  trans- 
fer of  assets  between  multiemployer  plans  is  deemed  not  to 
constitute  a  violation  of  the  prohibited  transactions  section 


406  (a)  or  (b)  (2)  of  ERISA,  if  the  PBGC  determines  that  the 
merger  or  transfer  satisfies  the  requirements  of  section  4231  of 
ERISA  (mergers  and  transfers  between  multiemployer  plans). 
In  FY  1984,  the  PBGC  received  three  requests  for  compliance 
determinations;  four  other  requests  were  pending  from  the  end 
of  FY  1983.  By  the  end  of  FY  1984,  only  one  case  was  still 
pending,  six  having  been  completed. 

Also  during  FY  1984,  the  PBGC  received  13  notifications 
of  mergers  or  transfers  that  did  not  include  requests  for  compli- 
ance determinations.  Three  such  cases  were  pending  from  the 
previous  fiscal  year.  Fourteen  cases  were  closed  during  FY 
1984,  and  two  were  still  pending  at  the  end  of  the  year. 

Approval  of  Plan  Amendments:  Under  section  4220  of 
ERISA,  a  multiemployer  plan  amendment  that  is  authorized 
under  sections  4201  through  4219  of  ERISA  and  is  adopted 
after  September  25,  1983,  may  be  put  into  effect  only  if  the 
PBGC  (1)  approves  the  amendment  or  (2)  fails  to  disapprove  it 
within  90  days  after  being  notified  of  the  adoption. 

During  the  fiscal  year,  nine  such  requests  for  approval  of 
amendments  were  submitted  to  the  PBGC  and  one  request  was 
pending  from  FY  1983.  During  the  1984  fiscal  year,  all  10 
requests  were  approved  and  none  were  pending  at  fiscal 
year-end. 


VII.  Regulations 
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Introduction 

The  PBGC  is  responsible  for  preparing  regulations  that 
address  a  variety  of  issues.  Regulatory  subjects  may  range  from 
routine  interest  rate  updates  to  rules  that  assist  plan  administra- 
tors to  conform  with  the  requirements  of  Title  IV.  To  avoid 
adding  to  regulatory  burdens  already  in  existence,  the  Corpora- 
tion, with  the  aid  of  its  Advisory  Committee,  has  initiated  a 
threshold  review  process  that  must  precede  the  issuance  of  any 
new  regulations.  The  following  questions  must  be  asked: 

•  Is  the  regulation  necessary  (i.e.,  either  mandated  by  law 
or  needed  to  carry  out  the  requirements  of  the  pro- 
gram)? 

•  Does  it  reduce  rather  than  increase  regulatory  burdens? 

•  Can  its  purposes  be  achieved  in  a  simpler  or  less  costly 
way? 

This  process  reinforces  the  PBGC  policy  to  minimize 
regulatory  impositions,  while  meeting  program  requirements. 


for  reducing  or  waiving  the  withdrawal  liability  of  an  employer 
that  completely  withdraws  from  a  multiemployer  pension  plan 
and  then  resumes  covered  operations  or  renews  the  obligation 
to  contribute  under  the  plan. 

In  March  1984,  the  PBGC  issued  a  proposed  regulation  on 
the  conditions  under  which  a  withdrawn  employer's  liability 
will  be  waived  upon  the  employer  reentering  the  plan. 

Mergers  and  Transfers  Between  Multiemployer  Plans: 
Section  4231  of  ERISA  requires  that  mergers  and  transfers 
between  multiemployer  plans  meet  certain  requirements 
(regarding  notice  to  the  PBGC,  preservation  of  accrued 
benefits,  plan  solvency,  and  current  actuarial  valuation).  Sec- 
tion 4231  (a)  gives  the  PBGC  authority  to  vary  these  require- 
ments by  regulation. 

The  PBGC  published  a  final  regulation  under  this  section 
in  FY  1984,  which  does  the  following: 

•  explains  how  to  give  the  required  notices  and  how  to 
request  that  the  PBGC  review  compliance  with  the 
statute. 


l 
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Multiemployer  Regulations 

During  FY  1984,  the  PBGC  issued  one  proposed  regula- 
tion and  three  final  regulations  under  the  provisions  of  ERISA 
and  MPPAA.  The  following  paragraphs  briefy  describe  these 
regulations. 


•  provides  for  waivers  of  the  notice  requirement  in  hard- 
ship cases, 

•  relaxes  the  requirement  for  a  current  actuarial  valuation 
for  certain  categories  of  mergers  and  transfers,  and 


c  i 
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Reduction  of  Waiver  of  Complete  Withdrawal  Liability: 
Section  4207  (a)  of  ERISA  requires  the  PBGC  to  provide  rules 


provides  standards  for  determining  preservation  of 
accrued  benefits  and  plan  solvency. 
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Notice  and  Collection  of  Withdrawal  Liability:  Under  sec- 
tion 4219  (c)  (6)  of  ERISA,  the  interest  charged  by  a  multi- 
employer plan  on  withdrawal  liability  payments  that  are  late  or 
in  default  must  be  based  on  prevailing  market  rates  for  com- 
parable obligations,  in  accordance  with  regulations  prescribed 
by  the  PBGC. 

A  final  regulation  on  this  subject,  published  by  the  PBGC 
in  May  1984,  covers  not  only  the  interest  rate  charged  by  the 
plan,  but  also  the  interest  rate  to  be  paid  by  the  plan  on  over- 
payments of  withdrawal  liability.  The  regulation  adopts  as  a 
standard  the  Federal  Reserve  Board's  published  average  prime 
rate  on  short-term  commercial  loans.  It  also  gives  plans  the 
authority  to  adopt  alternative  rules  on  the  assessment  of 
interest. 

Variances  for  Sales  of  Assets;  Variance  of  the  Statutory 
Standards:  Under  section  4204  of  ERISA,  if  an  employer  con- 
tributing to  a  multiemployer  plan  sells  assets  to  an  unrelated 
employer,  the  seller  will  not  be  considered  to  have  withdrawn 
from  the  plan  if  certain  conditions  are  met.  Among  these  con- 
ditions are  (1)  the  buyer  must  furnish  either  a  bond  or  an 
amount  in  escrow  and  (2)  the  sale  contract  must  require  that 
the  seller  be  secondarily  liable  if  the  buyer  withdraws  from  the 
plan  and  fails  to  pay  its  withdrawal  liability. 

Section  4204  (c)  empowers  the  PBGC  to  vary  these 
requirements.  In  1981,  the  PBGC  issued  a  regulation  dealing 
with  the  procedures  for  getting  a  PBGC  waiver  of  the 
bond/escrow  and  contract-language  requirements.  Many  waiver 
requests  were  processed  under  that  regulation,  and,  based  on 
that  processing,  the  PBGC  developed  a  number  of  tests  for 
determining  whether  a  waiver  was  appropriate  in  a  particular 
case. 

In  May  1984,  the  PBGC  published  as  a  final  rule  an 
amendment  to  the  existing  regulation.  The  regulation  now 
describes  the  tests  most  commonly  used  by  the  PBGC  in 
processing  waiver  requests  under  section  4204.  It  establishes  a 
procedure  for  buyers  and  sellers  to  apply  directly  to  plans  for 
waivers  —  applying  the  tests  described  in  the  regulation  — 
rather  than  requiring  such  application  to  be  made  to  the  PBGC. 
The  tests  are  based  on  the  buyer's  financial  strength  and  on  the 
relative  size  of  the  seller's  obligations  to  the  plan. 


Single-Employer  Regulations 

After  the  date  of  plan  termination,  participants  and 
beneficiaries  are  entitled  to  receive  guaranteed  benefits  and 
only  those  nonguaranteed  benefits  to  which  plan  assets  are 
allocated  in  accordance  with  statutory  priorities  ("Title  IV 


Benefits").  Benefits  paid  in  excess  of  Title  IV  Benefits  are  sub- 
ject to  recoupment. 

In  FY  1983,  the  PBGC  issued  a  proposed  regulation  set- 
ting forth  a  method  for  estimating  benefits  payable.  This  pro- 
posal would  require  plan  administrators  to  make  benefit  reduc- 
tions based  on  these  estimates,  thereby  minimizing  the 
incidence  and  magnitude  of  overpayments  and  consequent 
recoupment.  The  proposal  also  contains  the  method  by  which 
recoupment  would  be  accomplished.  A  final  regulation  was 
under  review  at  the  end  of  FY  1984. 

A  proposed  amendment  to  the  regulation  on  determination 
of  sufficiency  and  termination  of  sufficient  plans  was  in  the 
final  stages  of  development  and  review  at  the  end  of  FY  1984. 

Under  the  proposed  rule,  which  sets  forth  an  optional 
Enrolled  Actuary  Certification  Program,  the  administrator  of  a 
plan  that  meets  certain  criteria  need  not  submit  data  to  the 
PBGC  to  demonstrate  plan  asset  sufficiency.  Instead,  the  Cor- 
poration will  accept  an  enrolled  actuary's  statement  certifying 
that  the  plan  has  sufficient  assets  to  cover  guaranteed  benefits. 
A  second  certification,  that  the  distribution  of  plan  assets  con- 
formed with  the  provisions  of  section  4044  of  ERISA,  will 
replace  the  PBGC's  current  requirement  of  a  voluminous 
follow-up  report  from  the  plan  sponsor. 

Adoption  would  streamline  the  process  of  demonstrating 
sufficiency  of  plan  assets  to  provide  guaranteed  benefits  in 
terminating  plans. 

Guidelines  on  Termination  of  Plans  With  Surplus  Assets: 
During  FY  1984,  the  PBGC,  the  Department  of  Labor  and  the 
Department  of  Treasury  issued  joint  guidelines  on  termination 
of  plans  with  surplus  assets.  The  guidelines  were  developed  in 
response  to  concern  over  an  increasing  number  of  terminations 
involving  a  reversion  of  surplus  assets  to  the  plan  sponsor. 
Some  terminations  involved  the  re -establishment  of  a  successor 
defined  benefit  plan  or  the  spinoff  and  termination  of  a  portion 
of  a  plan. 

The  guidelines,  issued  in  May  1984,  were  forged  after  con- 
siderable discussion  and  analysis  of  the  problems  associated 
with  termination  of  plans  with  surplus  assets.  The  guidelines 
balance  the  rights  of  both  plan  participants  and  plan  sponsors 
by  assuring  that  participants  receive  their  full  benefits  and 
sponsors  retain  their  legal  right  to  terminate  a  plan. 

The  guidelines  require  that,  when  a  plan  with  surplus 
assets  is  terminated,  participants  be  fully  vested  in  their 
benefits  and  that,  generally,  the  benefits  be  provided  in  the 
form  of  an  insured  annuity.  If  the  benefit  is  paid  in  a  lump 
sum,  the  amount  of  the  lump  sum  must  fairly  reflect  the  value 
of  the  pension  to  the  individual. 

The  guidelines  also  provide  that  when  a  successor  defined 
benefit  pension  plan  is  established,  the  PBGC  will  treat  it  as  a 
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continuation  of  the  original  plan  for  purposes  of  the  PBGC's 
pension  insurance  program.  This  means  that,  if  the  successor 
plan  terminates  in  the  future  and  is  unable  to  pay  all  promised 
pension  benefits,  the  statutory  phase-in  limitations  on  the 
guarantee  of  new  benefits  will  not  have  the  effect  of  reducing 
guarantees  that  would  have  been  paid  under  the  original  plan. 

The  guidelines  do  not  prohibit  a  plan  sponsor  from  ter- 
minating a  plan  with  surplus  assets.  The  PBGC  believes  that 
prohibiting  such  terminations  would  be  misguided.  The  likely 
impact  would  be  an  unwillingness  on  the  part  of  some 
employers  to  establish  new  defined  benefit  pension  plans,  to 
fund  existing  plans  generously,  or  to  grant  benefit  increases. 
The  long-run  effect  thus  would  be  harmful  to  the  interests  of 
retirees,  employees,  and  the  companies  for  which  they  work. 

Over  the  past  five  fiscal  years,  the  total  surplus  recovered 
by  employers  has  amounted  to  less  than  two-thirds  of  1  percent 
of  total  pension  plan  assets.  With  the  economic  recovery  and 
the  drop  in  interest  rates  late  in  FY  1984,  the  economic  incen- 
tive to  terminate  plans  to  obtain  the  surplus  assets  was 
decreasing. 


Regulations  Affecting  Single-Employer  and 
Multiemployer  Plans 

Reportable  Events:  An  amendment  to  the  Reportable 
Events  regulation,  that  decreases  reporting  burdens  of  plan 
administrators  without  exposing  the  insurance  program  to  addi- 
tional risk  of  loss,  was  proposed  in  FY  1983  and  issued  as  a 
final  regulation  in  May  1984.  The  amendment  waived  the  re- 
quirement for  multiemployer  plans  to  report  the  occurrence  of 
reportable  events  under  section  4043  of  ERISA.  The  reporting 
requirements  under  MPPAA  are  adequate  to  ensure  sufficient 
monitoring  of  multiemployer  plans. 

The  amendment  also  waived  the  requirement  for  single- 
employer  plans  to  report  section  4043  events  in  an  annual 
report  to  the  PBGC.  The  30-day  notice  requirement  was 
waived  for  amendments  that  reduce  plan  benefits.  The  30-day 
notice  requirement  was  also  waived  for  the  following  occur- 
rences if  unfunded  vested  benefits  in  the  plan  are  less  than 
$250,000: 

•  a  reduction  in  the  number  of  active  participants, 

•  failure  to  meet  the  minimum  funding  standard,  or 

•  receipt  of  a  funding  waiver. 

Premium  Regulation:  During  FY  1984,  the  PBGC  issued 
two  amendments  to  its  premium  payment  regulation,  both 


aimed  at  reducing  burdens  on  sponsors  of  covered  plans.  The 
first  amendment  lengthened  by  60  days  (from  30  days  to  90 
days)  the  due  date  for  PBGC  premiums  applicable  to  plans  that 
are  newly  covered  by  the  PBGC  insurance  program. 

The  second  amendment  covered  late  payment  of  premiums. 
It  extended  from  six  months  to  20  months  the  time  it  takes  for 
the  maximum  penalty  of  100  percent  to  accrue.  This  extended 
the  period  during  which  a  plan  sponsor  would  have  an  addi- 
tional incentive  to  pay  the  premium  as  promptly  as  possible. 

During  FY  1984,  the  PBGC  was  reviewing  the  premium 
payment  regulation  again  in  light  of  the  Grace  Commission 
recommendation  calling  for  earlier  collection  of  premiums. 
Subsequently,  the  Corporation  published  for  comment  a  pro- 
posed regulation  to  accelerate  premium  collections  for  large 
plans.  The  earlier  due  date  would  apply  to  plans  with  10,000  or 
more  participants  beginning  in  1985,  and  to  plans  with  500  or 
more  participants  beginning  in  1986. 


Single-Employer  Legislation 

The  PBGC  continued  to  work  with  congressional  staff,  the 
Administration,  and  representatives  of  the  pension  community 
to  achieve  much  needed  legislation  to  address  certain  abuses 
in  the  single-employer  program  and  to  increase  the  single- 
employer  premium  rate  to  $7.00  effective  for  plan  years  begin- 
ning on  or  after  January  1,  1984.  The  legislation  and  premium 
increase  were  contained  in  two  similar  bills  considered  by  the 
98th  Congress,  S.  1227  in  the  Senate  and  H.R.  3930  in  the 
House.  Both  bills  were  introduced  in  1983. 

In  May  1982,  the  PBGC  requested  a  premium  increase  to 
$6.00  per  participant  per  year,  effective  for  plan  years  begin- 
ning on  or  after  January  1,  1983.  No  action  was  taken  on  that 
request. 

In  the  face  of  a  historically  high  deficit,  the  PBGC's  Ex- 
ecutive Director  Charles  Tharp  testified  in  March  1984  before 
the  Subcommittee  on  Oversight  of  the  House  Ways  and  Means 
Committee.  On  behalf  of  the  Administration,  he  requested  a 
premium  rate  of  $7.00  effective  for  plan  years  beginning  on  or 
after  January  1,  1984,  and  legislation  to  close  loopholes  that 
allow  unwarranted  losses  to  the  insurance  program. 

At  the  close  of  FY  1984,  S.  1227  had  been  reported  by  the 
Senate  Committee  on  Labor  and  Human  Resources,  and  H.R. 
3930  had  been  reported  by  the  House  Subcommittee  on  Labor- 
Management  Relations,  which  also  reported  a  bill  to  increase 
the  single-employer  premium  rate  to  $8.50. 

Because  the  PBGC's  income  needs  continue  to  increase, 
prompt  congressional  approval  of  the  necessary  legislation  is 
essential. 
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VIII.  Legal  Activities 


Introduction 

At  the  end  of  FY  1984,  the  PBGC  had  146  cases  in  litiga- 
tion; in  contrast,  154  cases  were  in  litigation  at  the  end  of 
FY  1983.  These  totals  do  not  include  the  more  than  290  uncon- 
tested claims  that  were  still  pending  in  bankruptcy  courts  at  the 
end  of  FY  1984  -  10  more  than  at  the  end  of  FY  1983. 

The  following  sections  highlight  FY  1984  court  decisions 
that  may  impact  significantly  on  the  single-employer  program 
and  on  the  constitutional  litigation  concerning  MPPAA. 


Single-Employer  Litigation 

Bechtel  v.  PBGC.  At  issue  in  this  matter  is  the  right  of  the 
PBGC  to  recoup  amounts  exceeding  guaranteed  benefit  levels 
that  were  paid  to  participants  after  the  date  of  plan  termination. 
Bechtel  sought  to  prevent  the  PBGC  from  reducing  par- 
ticipants' benefit  payments  by  10  percent  in  order  to  recoup, 
over  time,  those  excess  payments. 

In  FY  1983,  a  U.S.  district  court  denied  the  plaintiffs  mo- 
tion for  a  preliminary  injunction.  In  FY  1984,  the  court  denied 
the  plaintiffs  request  for  a  permanent  injunction.  In  its  opi- 
nion, the  court  stated  that  the  Government  has  broad  powers  to 
recoup  monies  owed  to  it  as  a  result  of  overpayments.  The 
plaintiff  has  appealed  the  district  court's  decision. 

Rettig  v.  PBGC  and  Piech  v.  PBGC:  The  plaintiffs  in  both 
cases  are  challenging  the  validity  of  the  PBGC's  interpretation  that 
the  benefit  limitation  rules  require  the  phase-in  of  increased 
guarantees  based  on  vesting  improvements  mandated  by  the 
enactment  of  ERISA.  The  district  courts  entered  judgments 
upholding  the  PBGC's  interpretation. 

On  September  11,  1984,  a  U.S.  court  of  appeals  reversed 
and  remanded  the  matter  in  order  to  provide  the  PBGC  with  an 
opportunity  to  demonstrate  that  its  decision  was  based  on 
reasonable  consideration  of  the  financial  burden  associated 
with  guaranteeing  benefits  that  vested  as  a  result  of  plan  adop- 
tion of  ERISA-mandated  vesting  provisions. 

PBGC  v.  White  Motor  Corporation:  In  this  action,  the 
bankruptcy  court  and  the  district  court  had  decided  that  the 
PBGC  had  no  standing  to  file  a  claim  in  bankruptcy  based  on  a 
contractual  agreement  that  White  had  had  with  its  employees  to 
guarantee  the  benefits  provided  under  White's  terminated  plans. 
The  court  of  appeals  reversed  this  decision.  It  decided  that  the 
PBGC  had  standing  as  a  co-debtor  with  White  to  file  a  claim 
on  the  grounds  that  if  White  did  not  honor  certain  guarantee 
letters,  the  PBGC  would  be  liable  for  $46  million  of  plan  asset 
insufficiency  (the  difference  between  plan  assets  assumed  and 
the  present  value  of  guaranteed  benefits  payable  by  the  PBGC). 


In  Re  Yellow  Cab  Company,  et  al. :  In  this  bankruptcy  ac- 
tion, the  debtors  challenged  the  rates  established  and  used  by 
the  PBGC  to  value  benefits  under  the  Valuation  of  Benefits 
regulation.  The  debtors  argued  that  the  rates  specified  by  the 
PBGC  regulation  were  unreasonably  low  and  should  be  based 
on  projected  investment  return  rather  than  on  a  survey  of 
insurance  company  prices  for  annuities.  The  rates  suggested  by 
the  debtor  would  have  reduced  the  PBGC's  claims  by  more 
than  80  percent  and  could  have  established  a  precedent  for 
other  actions  by  debtors  against  the  PBGC.  The  bankruptcy 
court  concluded  that  the  PBGC's  methodology  for  establish- 
ment of  the  rates  was  neither  arbitrary  nor  capricious.  It 
therefore  rejected  the  debtor's  challenge. 

PBGC  v.  Greene:  This  case  involves  the  liability  of  two 
former  fiduciaries  under  State  law  and  ERISA  with  respect  to 
about  $350,000  of  the  plan  assets.  Co-trustees  of  the  plan  had 
participated  in  a  course  of  self-dealing  and  imprudent  conduct 
involving  the  misappropriation  of  nearly  all  of  the  assets  of 
four  pension  plans  for  the  benefit  of  companies  in  which  the 
trustees  held  interests.  A  district  court's  judgment  in  favor  of 
the  PBGC  as  statutory  trustee  of  the  plans  was  affirmed  by  a 
U.S.  court  of  appeals.  A  petition  for  a  writ  of  certiorari  has 
been  filed  with  the  U.S.  Supreme  Court  by  one  of  the  former 
fiduciaries. 


Multiemployer  Litigation 

At  the  end  of  FY  1984,  more  than  150  challenges  to  the 
constitutionality  of  the  withdrawal  liability  provisions  of  Title 
IV  of  ERISA  had  been  filed  in  Federal  courts.  The  PBGC  has 
actively  litigated  the  25  cases  in  which  the  Corporation  is  a 
named  defendant  and  has  been  monitoring  the  remaining  cases, 
participating  in  many  instances  as  a  friend  of  the  court  (amicus 
curiae) . 

By  the  end  of  FY  1983,  36  U.S.  district  courts,  seven  U.S. 
courts  of  appeals,  and  the  U.S.  Supreme  Court  had  issued  deci- 
sions on  withdrawal  liability  provisions.  All  courts  that 
considered  the  question  have  found  post-enactment  MPPAA 
withdrawal  provisions  constitutional. 

Ten  district  courts,  three  courts  of  appeals,  and  the  U.S. 
Supreme  Court  found  pre-enactment  withdrawal  provisions 
constitutional.  Prior  to  the  Supreme  Court's  decision  in  PBGC 
v.  R.A.  Gray  &  Co. ,  seven  district  courts  and  one  court  of 
appeals  had  found  the  pre-enactment  withdrawal  provisions 
unconstitutional.  But  in  Gray,  the  Supreme  Court  reversed  the 
one  court  of  appeals  that  had  ruled  MPPAA  unconstitutional  in 
its  retroactive  operation. 

During  FY  1984,  the  Supreme  Court  also  disposed  of  five 
petitions  for  certiorari  on  the  issue  of  the  statute's  constitu- 
tionality. The  petitions  had  been  pending  before  it  from  four 
U.S.  courts  of  appeals. 
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The  following  significant  court  decisions  in  the 
multiemployer  area  occurred  during  FY  1984. 

PBGC  v.  R.A.  Gray  &  Co. :  In  this  case,  the  U.S.  Supreme 
Court  unanimously  upheld  as  constitutional  MPPAA's  retroac- 
tive effective  date. 

The  employer  had  appealed  to  the  U.S.  court  of  appeals  a 
U.S.  district  court  decision  that  upheld  the  constitutionality  of 
the  withdrawal  liability  provisions  of  Title  IV  of  ERISA  as 
applied  to  a  pre-enactment  withdrawal.  The  U.S.  court  of  ap- 
peals reversed  the  lower  court's  decision,  finding  the  law 
unconstitutional  with  respect  to  retroactivity.  The  PBGC  ap- 
pealed this  ruling  to  the  U.S.  Supreme  Court,  which  reversed 
the  court  of  appeals  and  found  that  the  law's  retroactive 
imposition  of  withdrawal  liability  based  on  pre-enactment  with- 
drawals was  a  constitutional  exercise  of  congessional  powers 
under  the  Commerce  Clause  of  the  Constitution. 

Following  its  decision  in  Gray,  the  U.S.  Supreme  Court 
disposed  of  pending  petitions  for  writs  of  certiorari  in  two 
companion  cases  in  the  appeals  court.  In  one  case,  it  granted 
certiorari  and  then  reversed  the  court  of  appeals  decision  (the 


same  decision  as  in  Gray).  In  the  other,  it  denied  certiorari  as 
the  PBGC,  in  an  amicus  curiae  role,  had  urged  it  to  do. 

Given  the  reasoning  of  the  Supreme  Court  in  Gray  as  well 
as  the  handling  of  certiorari  in  other  cases,  the  issue  of  the 
overall  constitutionality  of  MPPAA  is,  in  all  likelihood, 
resolved* 

Keith  Fulton  &  Sons,  Inc.  v.  New  England  Teamsters 
Pension  Fund:  In  this  case,  an  employer  had  appealed  a  Federal 
district  court  decision  upholding  the  withdrawal  liability  provi- 
sions of  Title  IV  of  ERISA  as  applied  to  a  post-enactment 
withdrawal.  The  U.S.  court  of  appeals  agreed  that  the  law  was 
constitutional  in  all  respects  except  one.  The  court  found  that 
the  statutory  presumption  of  correctness  favoring  a  plan's 
withdrawal  liability  determinations  in  arbitration  proceedings 
was  an  unconstitutional  violation  of  an  employer's  due  process 
rights. 

The  PBGC,  which  had  earlier  participated  as  amicus 
curiae,  moved  to  intervene  in  the  case  for  purposes  of  further 
proceedings  in  the  court  of  appeals  and,  if  necessary,  in  the 
U.S.  Supreme  Court. 


*  Subsequent  to  the  Supreme  Court's  actions.  Congress  repealed  the  portion  of  MPPAA  imposing 
retroactive  liabiltn. 


Trusteed  Single-Employer  Plans 

During  FY  1984,  the  PBGC  became  trustee  for  108  termi- 
nated single-employer  pension  plans.  By  the  end  of  the  fiscal 
year,  another  119  pension  plans  were  being  processed  by  the 
Corporation  in  anticipation  of  the  PBGC  becoming  trustee  (see 
Table  VLB).  It  should  be  noted  that  even  before  completing  the 
necessary  arrangements  for  becoming  trustee,  the  PBGC 
ensures  that  participants  continue  receiving  their  guaranteed 
benefits. 

As  part  of  the  activities  associated  with  the  processing  of 


Early  Warning  System 

ERISA  provides  an  "early  warning  system,"  whereby  the 
PBGC  is  notified  if  a  pension  plan  or  plan  sponsor  is  experi- 
encing problems  that  could  result  in  a  claim  against  the  Corpo- 
ration. 

ERISA  makes  it  mandatory  for  plan  administrators  to 
notify  the  PBGC  if  any  of  the  following  "reportable"  events 
occur: 

•  withdrawal  of  a  substantial  employer  from  a  plan  with 
more  than  one  contributing  employer, 


Table  VLB:  PBGC  Single-Employer  Trusteeships  (Actual  and  Pending) 

FY  84  FY  83  FY  82  FY  81  FY  80  FY  79 

Plans  in 

PBGC 

trusteeship  999  891  771  659  514  389 

Pending 

plan 

trusteeships  119  130  133  126  267  259 


Total 


,118  1,021  904  785  781  648 


FY  78  FY  77  FY  76  FY  75 


266  145 


48 


260  281  222  95 

526  426  270  98 


trusteed  plans,  the  PBGC  received  about  $19  million  in  FY 
1984  from  previous  plan  sponsors  under  the  employer  liability 
provisions  of  the  law. 

By  the  end  of  FY  1984,  after  10  years  of  operation,  the 
PBGC  is,  or  expects  to  become,  trustee  for  1,118  terminated 
single-employer  pension  plans.  As  trustee,  the  Corporation  will 
be  directly  responsible  for  paying  the  PBGC-guaranteed  pen- 
sions to  about  149,000  participants  entitled  to  immediate  or 
deferred  benefits.  Table  VLB  shows  the  PBGC's  trusteeship 
activity  for  each  year  since  FY  1975. 


•  closing  of  a  facility  that  results  in  the  separation  of  more 
than  20  percent  of  the  plan's  participants, 

•  "Reportable  Events,"  defined  by  statute  or  regulation  as 
specific  occurrences  (other  than  the  two  listed  above), 
that  indicate  problems  with  a  plan's  potential  ability  for 
continued  operation. 

In  FY  1984,  filings  for  withdrawals  of  substantial  employ- 
ers and  for  facility  closings  declined  from  FY  1983  levels  by 
about  28  percent. 


A  lower  volume  of  filings  for  reportable  events  during  FY 
1984  reflected  the  impact  of  regulatory  changes  that  had 
reduced  the  number  of  occurrences  for  which  PBGC  notifica- 
tion was  required.  During  FY  1984,  the  Reportable  Events 
regulation  was  again  amended  to  further  reduce  notification 
requirements  for  single-employer  pension  plans  and  to  entirely 
eliminate  reportable  event  notification  requirements  for  multi- 
employer pension  plans.  As  a  result,  reportable  events  filings 
for  FY  1984  dropped  to  almost  half  the  number  filed  during 
FY  1983. 

Table  VI.C  shows  the  number  of  reportable  events,  clos- 
ings, and  withdrawals  since  FY  1976. 


Variances  and  Exemptions:  The  PBGC  is  authorized  to 
grant  variances  and  exemptions  from  statutory  rules  under 
which  an  employer  that  sells  its  assets  will  not  have  withdrawal 
liability.  There  were  10  such  requests  pending  at  the  beginning 
of  FY  1984  and  18  more  were  received  by  the  end  of  the  fiscal 
year.  Eighteen  cases  were  closed  during  FY  1984,  leaving  10 
pending. 

Alternative  Allocations:  In  FY  1981,  the  PBGC  issued  a 
regulation  on  allocating  unfunded  vested  benefits  among 
employers  to  determine  withdrawal  liability.  The  regulation 
established  a  procedure  for  plan  administrators  to  follow  when 


Table  VI.C:  Reportable  Plan  Events,  Closings  and  Withdrawals 

FY  84  FY  83  FY  82  FY  81 


Reportable 
Events 


352 


680 


422 


602 


FY  80  FY  79  FY  78  FY  77  FY  76 


1,293  1,584  1.458  1,677  1,473 


Closing  of 

facilities 

and  Withdrawals 

of  substantial 

employers 


26 


36 


46 


67 


26 


54 


101 


111 


176 


Multiemployer  Plan  Processing 

Terminations:  During  FY  1984,  the  PBGC  received  22 
notices  of  termination  from  sponsors  of  multiemployer  pension 
plans.  Four  of  the  notices  were  terminations  resulting  from 
mass  withdrawals,  and  18  were  terminations  by  plan  amend- 
ments. Sixteen  multiemployer  pension  plan  termination  cases 
were  pending  at  the  close  of  FY  1983. 

The  PBGC  processed  17  cases  during  FY  1984  and  had  21 
pending  at  fiscal  year-end. 

Financial  Assistance:  The  Multiemployer  Pension  Plan 
Amendments  Act  of  1980  (MPPAA)  requires  the  PBGC  to  pro- 
vide financial  assistance  to  multiemployer  pension  plans  that 
are  unable  to  pay  benefits  guaranteed  under  ERISA.  During 
FY  1984,  the  PBGC  provided  financial  assistance  to  two  plans, 
with  a  current  total  of  8,471  benefit  recipients.  Included  in  the 
Financial  Statements  as  a  receivable  of  the  Corporation  is  $1.5 
million  for  collectible  financial  assistance. 


applying  to  the  PBGC  for  approval  of  allocation  methods  not 
specified  under  MPPAA.  Ten  requests  were  pending  at  the  end 
of  FY  1983,  and  eight  additional  requests  were  received  during 
FY  1984.  By  fiscal  year-end,  15  requests  had  been  resolved, 
leaving  three  requests  pending. 

Special  Withdrawal  Liability  Rules:  At  the  close  of  FY 
1984,  the  PBGC  was  processing  three  requests  for  approval  of 
plan  amendments  providing  for  special  withdrawal  liability 
rules  (similar  to  the  construction  and  entertainment  industry 
rules).*  Under  section  4203  (f)  of  ERISA,  the  PBGC  can 
authorize  plans  to  use  special  rules  if  (1)  the  industry  has 
characteristics  that  would  make  use  of  special  rules  appropriate 
and  (2)  use  of  such  rules  would  not  pose  a  significant  risk  to 
the  insurance  program. 


"See  ERISA  section  4203  <b)  and  (c). 
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In  February  1984,  the  PBGC  approved  the  International 
Longshoremen's  and  Warehousemen's  Union-Pacific  Maritime 
Association  (ILWU-PMA)  Pension  Plan's  request  for  adoption 
of  a  special  withdrawal  liability  rule.  The  plan,  which  covers 
the  Pacific  Coast  longshoring  and  stevedoring  industry,  has 
about  20,000  participants. 

In  September  1984,  the  PBGC  approved  the  Maryland 
Race  Track  Employees  Pension  Fund's  request  for  adoption  of 
a  special  withdrawal  liability  rule.  The  plan,  which  covers  all 
thoroughbred  racetracks  in  Maryland,  has  about  1,250  partici- 
pants. 

Multi-Single  Transfers:  In  FY  1984,  the  PBGC  received 
seven  requests  for  the  transfer  of  liabilities  from  multiemployer 
plans  to  single-employer  plans.  The  requests  from  multi- 
employer plans  were  for  waivers  of  plan  contingent  liability  for 
guaranteed  benefits  under  section  4232  (c)  of  ERISA.  The 
waivers  were  to  apply  if  the  single-employer  plans  terminated 
within  five  years  after  the  transfer.  By  the  end  of  FY  1984,  five 
requests  had  been  granted,  and  two  were  pending. 


Multiemployer  Mergers  and  Transfers:  A  merger  or  trans- 
fer of  assets  between  multiemployer  plans  is  deemed  not  to 
constitute  a  violation  of  the  prohibited  transactions  section 


406  (a)  or  (b)  (2)  of  ERISA,  if  the  PBGC  determines  that  the 
merger  or  transfer  satisfies  the  requirements  of  section  4231  of 
ERISA  (mergers  and  transfers  between  multiemployer  plans). 
In  FY  1984,  the  PBGC  received  three  requests  for  compliance 
determinations;  four  other  requests  were  pending  from  the  end 
of  FY  1983.  By  the  end  of  FY  1984,  only  one  case  was  still 
pending,  six  having  been  completed. 

Also  during  FY  1984,  the  PBGC  received  13  notifications 
of  mergers  or  transfers  that  did  not  include  requests  for  compli- 
ance determinations.  Three  such  cases  were  pending  from  the 
previous  fiscal  year.  Fourteen  cases  were  closed  during  FY 
1984,  and  two  were  still  pending  at  the  end  of  the  year. 

Approval  of  Plan  Amendments:  Under  section  4220  of 
ERISA,  a  multiemployer  plan  amendment  that  is  authorized 
under  sections  4201  through  4219  of  ERISA  and  is  adopted 
after  September  25,  1983,  may  be  put  into  effect  only  if  the 
PBGC  (1)  approves  the  amendment  or  (2)  fails  to  disapprove  it 
within  90  days  after  being  notified  of  the  adoption. 

During  the  fiscal  year,  nine  such  requests  for  approval  of 
amendments  were  submitted  to  the  PBGC  and  one  request  was 
pending  from  FY  1983.  During  the  1984  fiscal  year,  all  10 
requests  were  approved  and  none  were  pending  at  fiscal 
year-end. 
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VII.  Regulations 


Introduction 

The  PBGC  is  responsible  for  preparing  regulations  that 
address  a  variety  of  issues.  Regulatory  subjects  may  range  from 
routine  interest  rate  updates  to  rules  that  assist  plan  administra- 
tors to  conform  with  the  requirements  of  Title  IV.  To  avoid 
adding  to  regulatory  burdens  already  in  existence,  the  Corpora- 
tion, with  the  aid  of  its  Advisory  Committee,  has  initiated  a 
threshold  review  process  that  must  precede  the  issuance  of  any 
new  regulations.  The  following  questions  must  be  asked: 

•  Is  the  regulation  necessary  (i.e.,  either  mandated  by  law 
or  needed  to  carry  out  the  requirements  of  the  pro- 
gram)? 

•  Does  it  reduce  rather  than  increase  regulatory  burdens? 

•  Can  its  purposes  be  achieved  in  a  simpler  or  less  costly 
way? 

This  process  reinforces  the  PBGC  policy  to  minimize 
regulatory  impositions,  while  meeting  program  requirements. 


for  reducing  or  waiving  the  withdrawal  liability  of  an  employer 
that  completely  withdraws  from  a  multiemployer  pension  plan 
and  then  resumes  covered  operations  or  renews  the  obligation 
to  contribute  under  the  plan. 

In  March  1984,  the  PBGC  issued  a  proposed  regulation  on 
the  conditions  under  which  a  withdrawn  employer's  liability 
will  be  waived  upon  the  employer  reentering  the  plan. 

Mergers  and  Transfers  Between  Multiemployer  Plans: 
Section  4231  of  ERISA  requires  that  mergers  and  transfers 
between  multiemployer  plans  meet  certain  requirements 
(regarding  notice  to  the  PBGC,  preservation  of  accrued 
benefits,  plan  solvency,  and  current  actuarial  valuation).  Sec- 
tion 4231  (a)  gives  the  PBGC  authority  to  vary  these  require- 
ments by  regulation. 

The  PBGC  published  a  final  regulation  under  this  section 
in  FY  1984,  which  does  the  following: 

•  explains  how  to  give  the  required  notices  and  how  to 
request  that  the  PBGC  review  compliance  with  the 
statute, 


Multiemployer  Regulations 

During  FY  1984,  the  PBGC  issued  one  proposed  regula- 
tion and  three  final  regulations  under  the  provisions  of  ERISA 
and  MPPAA.  The  following  paragraphs  briefy  describe  these 
regulations. 


•  provides  for  waivers  of  the  notice  requirement  in  hard- 
ship cases, 

•  relaxes  the  requirement  for  a  current  actuarial  valuation 
for  certain  categories  of  mergers  and  transfers,  and 


t 

I 

r 


Reduction  of  Waiver  of  Complete  Withdrawal  Liability: 
Section  4207  (a)  of  ERISA  requires  the  PBGC  to  provide  rules 


provides  standards  for  determining  preservation  of 
accrued  benefits  and  plan  solvency. 
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Notice  and  Collection  of  Withdrawal  Liability:  Under  sec- 
tion 4219  (c)  (6)  of  ERISA,  the  interest  charged  by  a  multi- 
employer plan  on  withdrawal  liability  payments  that  are  late  or 
in  default  must  be  based  on  prevailing  market  rates  for  com- 
parable obligations,  in  accordance  with  regulations  prescribed 
by  the  PBGC. 

A  final  regulation  on  this  subject,  published  by  the  PBGC 
in  May  1984,  covers  not  only  the  interest  rate  charged  by  the 
plan,  but  also  the  interest  rate  to  be  paid  by  the  plan  on  over- 
payments of  withdrawal  liability.  The  regulation  adopts  as  a 
standard  the  Federal  Reserve  Board's  published  average  prime 
rate  on  short-term  commercial  loans.  It  also  gives  plans  the 
authority  to  adopt  alternative  rules  on  the  assessment  of 
interest. 

Variances  for  Sales  of  Assets;  Variance  of  the  Statutory 
Standards:  Under  section  4204  of  ERISA,  if  an  employer  con- 
tributing to  a  multiemployer  plan  sells  assets  to  an  unrelated 
employer,  the  seller  will  not  be  considered  to  have  withdrawn 
from  the  plan  if  certain  conditions  are  met.  Among  these  con- 
ditions are  (1)  the  buyer  must  furnish  either  a  bond  or  an 
amount  in  escrow  and  (2)  the  sale  contract  must  require  that 
the  seller  be  secondarily  liable  if  the  buyer  withdraws  from  the 
plan  and  fails  to  pay  its  withdrawal  liability. 

Section  4204  (c)  empowers  the  PBGC  to  vary  these 
requirements.  In  1981,  the  PBGC  issued  a  regulation  dealing 
with  the  procedures  for  getting  a  PBGC  waiver  of  the 
bond/escrow  and  contract-language  requirements.  Many  waiver 
requests  were  processed  under  that  regulation,  and,  based  on 
that  processing,  the  PBGC  developed  a  number  of  tests  for 
determining  whether  a  waiver  was  appropriate  in  a  particular 
case. 

In  May  1984,  the  PBGC  published  as  a  final  rule  an 
amendment  to  the  existing  regulation.  The  regulation  now 
describes  the  tests  most  commonly  used  by  the  PBGC  in 
processing  waiver  requests  under  section  4204.  It  establishes  a 
procedure  for  buyers  and  sellers  to  apply  directly  to  plans  for 
waivers  —  applying  the  tests  described  in  the  regulation  — 
rather  than  requiring  such  application  to  be  made  to  the  PBGC. 
The  tests  are  based  on  the  buyer's  financial  strength  and  on  the 
relative  size  of  the  seller's  obligations  to  the  plan. 


Single-Employer  Regulations 

After  the  date  of  plan  termination,  participants  and 
beneficiaries  are  entitled  to  receive  guaranteed  benefits  and 
only  those  nonguaranteed  benefits  to  which  plan  assets  are 
allocated  in  accordance  with  statutory  priorities  ("Title  IV 


Benefits").  Benefits  paid  in  excess  of  Title  IV  Benefits  are  sub- 
ject to  recoupment. 

In  FY  1983,  the  PBGC  issued  a  proposed  regulation  set- 
ting forth  a  method  for  estimating  benefits  payable.  This  pro- 
posal would  require  plan  administrators  to  make  benefit  reduc- 
tions based  on  these  estimates,  thereby  minimizing  the 
incidence  and  magnitude  of  overpayments  and  consequent 
recoupment.  The  proposal  also  contains  the  method  by  which 
recoupment  would  be  accomplished.  A  final  regulation  was 
under  review  at  the  end  of  FY  1984. 

A  proposed  amendment  to  the  regulation  on  determination 
of  sufficiency  and  termination  of  sufficient  plans  was  in  the 
final  stages  of  development  and  review  at  the  end  of  FY  1984. 

Under  the  proposed  rule,  which  sets  forth  an  optional 
Enrolled  Actuary  Certification  Program,  the  administrator  of  a 
plan  that  meets  certain  criteria  need  not  submit  data  to  the 
PBGC  to  demonstrate  plan  asset  sufficiency.  Instead,  the  Cor- 
poration will  accept  an  enrolled  actuary's  statement  certifying 
that  the  plan  has  sufficient  assets  to  cover  guaranteed  benefits. 
A  second  certification,  that  the  distribution  of  plan  assets  con- 
formed with  the  provisions  of  section  4044  of  ERISA,  will 
replace  the  PBGC's  current  requirement  of  a  voluminous 
follow-up  report  from  the  plan  sponsor. 

Adoption  would  streamline  the  process  of  demonstrating 
sufficiency  of  plan  assets  to  provide  guaranteed  benefits  in 
terminating  plans. 

Guidelines  on  Termination  of  Plans  With  Surplus  Assets: 
During  FY  1984,  the  PBGC,  the  Department  of  Labor  and  the 
Department  of  Treasury  issued  joint  guidelines  on  termination 
of  plans  with  surplus  assets.  The  guidelines  were  developed  in 
response  to  concern  over  an  increasing  number  of  terminations 
involving  a  reversion  of  surplus  assets  to  the  plan  sponsor. 
Some  terminations  involved  the  re-establishment  of  a  successor 
defined  benefit  plan  or  the  spinoff  and  termination  of  a  portion 
of  a  plan. 

The  guidelines,  issued  in  May  1984,  were  forged  after  con- 
siderable discussion  and  analysis  of  the  problems  associated 
with  termination  of  plans  with  surplus  assets.  The  guidelines 
balance  the  rights  of  both  plan  participants  and  plan  sponsors 
by  assuring  that  participants  receive  their  full  benefits  and 
sponsors  retain  their  legal  right  to  terminate  a  plan. 

The  guidelines  require  that,  when  a  plan  with  surplus 
assets  is  terminated,  participants  be  fully  vested  in  their 
benefits  and  that,  generally,  the  benefits  be  provided  in  the 
form  of  an  insured  annuity.  If  the  benefit  is  paid  in  a  lump 
sum,  the  amount  of  the  lump  sum  must  fairly  reflect  the  value 
of  the  pension  to  the  individual. 

The  guidelines  also  provide  that  when  a  successor  defined 
benefit  pension  plan  is  established,  the  PBGC  will  treat  it  as  a 
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continuation  of  the  original  plan  for  purposes  of  the  PBGC's 
pension  insurance  program.  This  means  that,  if  the  successor 
plan  terminates  in  the  future  and  is  unable  to  pay  all  promised 
pension  benefits,  the  statutory  phase-in  limitations  on  the 
guarantee  of  new  benefits  will  not  have  the  effect  of  reducing 
guarantees  that  would  have  been  paid  under  the  original  plan. 

The  guidelines  do  not  prohibit  a  plan  sponsor  from  ter- 
minating a  plan  with  surplus  assets.  The  PBGC  believes  that 
prohibiting  such  terminations  would  be  misguided.  The  likely 
impact  would  be  an  unwillingness  on  the  part  of  some 
employers  to  establish  new  defined  benefit  pension  plans,  to 
fund  existing  plans  generously,  or  to  grant  benefit  increases. 
The  long-run  effect  thus  would  be  harmful  to  the  interests  of 
retirees,  employees,  and  the  companies  for  which  they  work. 

Over  the  past  five  fiscal  years,  the  total  surplus  recovered 
by  employers  has  amounted  to  less  than  two-thirds  of  1  percent 
of  total  pension  plan  assets.  With  the  economic  recovery  and 
the  drop  in  interest  rates  late  in  FY  1984,  the  economic  incen- 
tive to  terminate  plans  to  obtain  the  surplus  assets  was 
decreasing. 


Regulations  Affecting  Single-Employer  and 
Multiemployer  Plans 

Reportable  Events:  An  amendment  to  the  Reportable 
Events  regulation,  that  decreases  reporting  burdens  of  plan 
administrators  without  exposing  the  insurance  program  to  addi- 
tional risk  of  loss,  was  proposed  in  FY  1983  and  issued  as  a 
final  regulation  in  May  1984.  The  amendment  waived  the  re- 
quirement for  multiemployer  plans  to  report  the  occurrence  of 
reportable  events  under  section  4043  of  ERISA.  The  reporting 
requirements  under  MPPAA  are  adequate  to  ensure  sufficient 
monitoring  of  multiemployer  plans. 

The  amendment  also  waived  the  requirement  for  single- 
employer  plans  to  report  section  4043  events  in  an  annual 
report  to  the  PBGC.  The  30-day  notice  requirement  was 
waived  for  amendments  that  reduce  plan  benefits.  The  30-day 
notice  requirement  was  also  waived  for  the  following  occur- 
rences if  unfunded  vested  benefits  in  the  plan  are  less  than 
$250,000: 

•  a  reduction  in  the  number  of  active  participants, 

•  failure  to  meet  the  minimum  funding  standard,  or 

•  receipt  of  a  funding  waiver. 

Premium  Regulation:  During  FY  1984,  the  PBGC  issued 
two  amendments  to  its  premium  payment  regulation,  both 


aimed  at  reducing  burdens  on  sponsors  of  covered  plans.  The 
first  amendment  lengthened  by  60  days  (from  30  days  to  90 
days)  the  due  date  for  PBGC  premiums  applicable  to  plans  that 
are  newly  covered  by  the  PBGC  insurance  program. 

The  second  amendment  covered  late  payment  of  premiums. 
It  extended  from  six  months  to  20  months  the  time  it  takes  for 
the  maximum  penalty  of  100  percent  to  accrue.  This  extended 
the  period  during  which  a  plan  sponsor  would  have  an  addi- 
tional incentive  to  pay  the  premium  as  promptly  as  possible. 

During  FY  1984,  the  PBGC  was  reviewing  the  premium 
payment  regulation  again  in  light  of  the  Grace  Commission 
recommendation  calling  for  earlier  collection  of  premiums. 
Subsequently,  the  Corporation  published  for  comment  a  pro- 
posed regulation  to  accelerate  premium  collections  for  large 
plans.  The  earlier  due  date  would  apply  to  plans  with  10,000  or 
more  participants  beginning  in  1985,  and  to  plans  with  500  or 
more  participants  beginning  in  1986. 


Single-Employer  Legislation 

The  PBGC  continued  to  work  with  congressional  staff,  the 
Administration,  and  representatives  of  the  pension  community 
to  achieve  much  needed  legislation  to  address  certain  abuses 
in  the  single-employer  program  and  to  increase  the  single- 
employer  premium  rate  to  $7.00  effective  for  plan  years  begin- 
ning on  or  after  January  1,  1984.  The  legislation  and  premium 
increase  were  contained  in  two  similar  bills  considered  by  the 
98th  Congress,  S.  1227  in  the  Senate  and  H.R.  3930  in  the 
House.  Both  bills  were  introduced  in  1983. 

In  May  1982,  the  PBGC  requested  a  premium  increase  to 
$6.00  per  participant  per  year,  effective  for  plan  years  begin- 
ning on  or  after  January  1,  1983.  No  action  was  taken  on  that 
request. 

In  the  face  of  a  historically  high  deficit,  the  PBGC's  Ex- 
ecutive Director  Charles  Tharp  testified  in  March  1984  before 
the  Subcommittee  on  Oversight  of  the  House  Ways  and  Means 
Committee.  On  behalf  of  the  Administration,  he  requested  a 
premium  rate  of  $7.00  effective  for  plan  years  beginning  on  or 
after  January  1,  1984,  and  legislation  to  close  loopholes  that 
allow  unwarranted  losses  to  the  insurance  program. 

At  the  close  of  FY  1984,  S.  1227  had  been  reported  by  the 
Senate  Committee  on  Labor  and  Human  Resources,  and  H.R. 
3930  had  been  reported  by  the  House  Subcommittee  on  Labor- 
Management  Relations,  which  also  reported  a  bill  to  increase 
the  single-employer  premium  rate  to  $8.50. 

Because  the  PBGC's  income  needs  continue  to  increase, 
prompt  congressional  approval  of  the  necessary  legislation  is 
essential. 
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VIII.  Legal  Activities 


Introduction 

At  the  end  of  FY  1984,  the  PBGC  had  146  cases  in  litiga- 
tion; in  contrast.  154  cases  were  in  litigation  at  the  end  of 
FY  1983.  These  totals  do  not  include  the  more  than  290  uncon- 
tested claims  that  were  still  pending  in  bankruptcy  courts  at  the 
end  of  FY  1984  —  10  more  than  at  the  end  of  FY  1983. 

The  following  sections  highlight  FY  1984  court  decisions 
that  may  impact  significantly  on  the  single-employer  program 
and  on  the  constitutional  litigation  concerning  MPPAA. 


Single-Employer  Litigation 

Bechtel  v.  PBGC:  At  issue  in  this  matter  is  the  right  of  the 
PBGC  to  recoup  amounts  exceeding  guaranteed  benefit  levels 
that  were  paid  to  participants  after  the  date  of  plan  termination. 
Bechtel  sought  to  prevent  the  PBGC  from  reducing  par- 
ticipants' benefit  payments  by  10  percent  in  order  to  recoup, 
over  time,  those  excess  payments. 

In  FY  1983,  a  U.S.  district  court  denied  the  plaintiffs  mo- 
tion for  a  preliminary  injunction.  In  FY  1984,  the  court  denied 
the  plaintiffs  request  for  a  permanent  injunction.  In  its  opi- 
nion, the  court  stated  that  the  Government  has  broad  powers  to 
recoup  monies  owed  to  it  as  a  result  of  overpayments.  The 
plaintiff  has  appealed  the  district  court's  decision. 

Rettig  v.  PBGC  and  Piech  v.  PBGC:  The  plaintiffs  in  both 
cases  are  challenging  the  validity  of  the  PBGC's  interpretation  that 
the  benefit  limitation  rules  require  the  phase-in  of  increased 
guarantees  based  on  vesting  improvements  mandated  by  the 
enactment  of  ERISA.  The  district  courts  entered  judgments 
upholding  the  PBGC's  interpretation. 

On  September  11,  1984,  a  U.S.  court  of  appeals  reversed 
and  remanded  the  matter  in  order  to  provide  the  PBGC  with  an 
opportunity  to  demonstrate  that  its  decision  was  based  on 
reasonable  consideration  of  the  financial  burden  associated 
with  guaranteeing  benefits  that  vested  as  a  result  of  plan  adop- 
tion of  ERISA-mandated  vesting  provisions. 

PBGC  v.  Wliite  Motor  Corporation:  In  this  action,  the 
bankruptcy  court  and  the  district  court  had  decided  that  the 
PBGC  had  no  standing  to  file  a  claim  in  bankruptcy  based  on  a 
contractual  agreement  that  White  had  had  with  its  employees  to 
guarantee  the  benefits  provided  under  White's  terminated  plans. 
The  court  of  appeals  reversed  this  decision.  It  decided  that  the 
PBGC  had  standing  as  a  co-debtor  with  White  to  file  a  claim 
on  the  grounds  that  if  White  did  not  honor  certain  guarantee 
letters,  the  PBGC  would  be  liable  for  $46  million  of  plan  asset 
insufficiency  (the  difference  between  plan  assets  assumed  and 
the  present  value  of  guaranteed  benefits  payable  by  the  PBGC). 


In  Re  Yellow  Cab  Company,  et  al. :  In  this  bankruptcy  ac- 
tion, the  debtors  challenged  the  rates  established  and  used  by 
the  PBGC  to  value  benefits  under  the  Valuation  of  Benefits 
regulation.  The  debtors  argued  that  the  rates  specified  by  the 
PBGC  regulation  were  unreasonably  low  and  should  be  based 
on  projected  investment  return  rather  than  on  a  survey  of 
insurance  company  prices  for  annuities.  The  rates  suggested  by 
the  debtor  would  have  reduced  the  PBGC's  claims  by  more 
than  80  percent  and  could  have  established  a  precedent  for 
other  actions  by  debtors  against  the  PBGC.  The  bankruptcy 
court  concluded  that  the  PBGC's  methodology  for  establish- 
ment of  the  rates  was  neither  arbitrary  nor  capricious.  It 
therefore  rejected  the  debtor's  challenge. 

PBGC  v.  Greene:  This  case  involves  the  liability  of  two 
former  fiduciaries  under  State  law  and  ERISA  with  respect  to 
about  $350,000  of  the  plan  assets.  Co-trustees  of  the  plan  had 
participated  in  a  course  of  self-dealing  and  imprudent  conduct 
involving  the  misappropriation  of  nearly  all  of  the  assets  of 
four  pension  plans  for  the  benefit  of  companies  in  which  the 
trustees  held  interests.  A  district  court's  judgment  in  favor  of 
the  PBGC  as  statutory  trustee  of  the  plans  was  affirmed  by  a 
U.S.  court  of  appeals.  A  petition  for  a  writ  of  certiorari  has 
been  filed  with  the  U.S.  Supreme  Court  by  one  of  the  former 
fiduciaries. 


Multiemployer  Litigation 

At  the  end  of  FY  1984,  more  than  150  challenges  to  the 
constitutionality  of  the  withdrawal  liability  provisions  of  Title 
IV  of  ERISA  had  been  filed  in  Federal  courts.  The  PBGC  has 
actively  litigated  the  25  cases  in  which  the  Corporation  is  a 
named  defendant  and  has  been  monitoring  the  remaining  cases, 
participating  in  many  instances  as  a  friend  of  the  court  (amicus 
curiae) . 

By  the  end  of  FY  1983,  36  U.S.  district  courts,  seven  U.S. 
courts  of  appeals,  and  the  U.S.  Supreme  Court  had  issued  deci- 
sions on  withdrawal  liability  provisions.  All  courts  that 
considered  the  question  have  found  post-enactment  MPPAA 
withdrawal  provisions  constitutional. 

Ten  district  courts,  three  courts  of  appeals,  and  the  U.S. 
Supreme  Court  found  pre-enactment  withdrawal  provisions 
constitutional.  Prior  to  the  Supreme  Court's  decision  in  PBGC 
v.  R.A.  Gray  &  Co. ,  seven  district  courts  and  one  court  of 
appeals  had  found  the  pre-enactment  withdrawal  provisions 
unconstitutional.  But  in  Gray,  the  Supreme  Court  reversed  the 
one  court  of  appeals  that  had  ruled  MPPAA  unconstitutional  in 
its  retroactive  operation. 

During  FY  1984,  the  Supreme  Court  also  disposed  of  five 
petitions  for  certiorari  on  the  issue  of  the  statute's  constitu- 
tionality. The  petitions  had  been  pending  before  it  from  four 
U.S.  courts  of  appeals. 


- 


The  following  significant  court  decisions  in  the 
multiemployer  area  occurred  during  FY  1984. 

PBGC  v.  R.A.  Gray  &  Co. :  In  this  case,  the  U.S.  Supreme 
Court  unanimously  upheld  as  constitutional  MPPAA's  retroac- 
tive effective  date. 

The  employer  had  appealed  to  the  U.S.  court  of  appeals  a 
U.S.  district  court  decision  that  upheld  the  constitutionality  of 
the  withdrawal  liability  provisions  of  Title  IV  of  ERISA  as 
applied  to  a  pre-enactment  withdrawal.  The  U.S.  court  of  ap- 
peals reversed  the  lower  court's  decision,  finding  the  law 
unconstitutional  with  respect  to  retroactivity.  The  PBGC  ap- 
pealed this  ruling  to  the  U.S.  Supreme  Court,  which  reversed 
the  court  of  appeals  and  found  that  the  law's  retroactive 
imposition  of  withdrawal  liability  based  on  pre-enactment  with- 
drawals was  a  constitutional  exercise  of  congessional  powers 
under  the  Commerce  Clause  of  the  Constitution. 

Following  its  decision  in  Gray,  the  U.S.  Supreme  Court 
disposed  of  pending  petitions  for  writs  of  certiorari  in  two 
companion  cases  in  the  appeals  court.  In  one  case,  it  granted 
certiorari  and  then  reversed  the  court  of  appeals  decision  (the 


same  decision  as  in  Gray).  In  the  other,  it  denied  certiorari  as 
the  PBGC,  in  an  amicus  curiae  role,  had  urged  it  to  do. 

Given  the  reasoning  of  the  Supreme  Court  in  Gray  as  well 
as  the  handling  of  certiorari  in  other  cases,  the  issue  of  the 
overall  constitutionality  of  MPPAA  is,  in  all  likelihood, 
resolved* 

Keith  Fulton  &  Sons,  Inc.  v.  New  England  Teamsters 
Pension  Fund:  In  this  case,  an  employer  had  appealed  a  Federal 
district  court  decision  upholding  the  withdrawal  liability  provi- 
sions of  Title  IV  of  ERISA  as  applied  to  a  post-enactment 
withdrawal.  The  U.S.  court  of  appeals  agreed  that  the  law  was 
constitutional  in  all  respects  except  one.  The  court  found  that 
the  statutory  presumption  of  correctness  favoring  a  plan's 
withdrawal  liability  determinations  in  arbitration  proceedings 
was  an  unconstitutional  violation  of  an  employer's  due  process 
rights. 

The  PBGC,  which  had  earlier  participated  as  amicus 
curiae,  moved  to  intervene  in  the  case  for  purposes  of  further 
proceedings  in  the  court  of  appeals  and,  if  necessary,  in  the 
U.S.  Supreme  Court. 


*  Subsequent  to  [he  Supreme  Court 's  actions.  Congress  repeated  the  portion  of  MPPAA  imposing 
retroactive  liability. 
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Brick  v.  PBGC:  In  this  case,  a  multiemployer  pension  plan 
and  several  of  its  contributing  employers  had  appealed  a  U.S. 
district  court  decision  that  upheld  the  constitutionality  of  the 
withdrawal  liability  provisions  of  Title  IV  of  ERISA.  In  an  ex- 
haustive opinion,  the  U.S.  court  of  appeals  upheld  the  lower 
court's  decision,  finding  the  law  constitutional  in  all  respects. 
The  U.S.  Supreme  Court  subsequently  denied  the  pension 
plan's  petition  for  a  writ  of  certiorari . 

TMX  v.  Central  States  Teamsters  Pension  Fund:  In  this 
case,  which  was  consolidated  for  argument  with  Peick,  an 
employer  had  appealed  a  U.S.  district  court  decision  upholding 
the  constitutionality  of  the  retroactive  effective  date  of  the 
withdrawal  liability  provisions  of  Title  IV  of  ERISA. 

The  PBGC,  as  amicus  curiae,  argued  that  the  case  should 
be  remanded  for  arbitration  of  whether  a  complete  withdrawal 
had  occurred.  The  court  of  appeals  agreed  with  the  PBGC  that 
it  should  not  decide  constitutional  issues  until  statutory  issues 
had  been  resolved,  and  remanded  the  case  to  the  district  court 
to  determine  the  appropriateness  of  arbitration. 

Connolly  v.  PBGC:  In  this  case,  a  pension  plan  sued  the 
PBGC,  challenging  the  constitutionality  of  Title  IV  as  applied 
to  multiemployer  pension  plans.  Joined  by  four  intervening 
employers,  the  plan  also  challenged  the  withdrawal  liability 
provisions  when  they  were  added  to  Title  IV  in  1980.  A  three- 
judge  U.S.  district  court  upheld  the  constitutionality  of  Title  IV 
in  all  respects. 

At  the  end  of  FY  1984,  the  case  was  pending  before  the 
three-judge  panel  on  the  PBGC's  motion  to  reconsider  its 
opinion  so  as  to  include  language  dealing  with  certain  issues  it 
summarily  resolved. 

Textile  Workers  Pension  Fund  v.  Standard  Dye  &  Finishing 
Co. ;  Sibley,  Lindsay,  &  Curr  Co.  v.  Bakery  Workers  Interna- 
tional Union:  In  these  two  consolidated  cases,  an  employer  and 
a  pension  fund  had  appealed  U.S.  district  court  decisions 
upholding  and  striking  down,  respectively,  the  constitutionality 
of  the  withdrawal  liability  provisions  of  Title  IV  of  ERISA. 
The  U.S.  court  of  appeals  found  the  law  constitutional. 

The  PBGC  participated  as  amicus  curiae  in  the  court  of 
appeals  and  in  the  U.S.  Supreme  Court,  where  it  opposed 
Sibley's  petition  for  a  writ  of  certiorari .  Following  its  decision 
in  Gray,  the  U.S.  Supreme  Court  denied  Sibley's  petition  for 
certiorari. 

Republic  Industries,  Inc.  v.  Teamster  Joint  Council  83  of 
Virginia  Pension  Fund:  In  this  case,  an  employer  had  petitioned 
the  U.S.  Supreme  Court  for  a  writ  of  certiorari  to  the  U.S. 
court  of  appeals  that  had  upheld  the  constitutionality  of  the 
withdrawal  liability  provisions  of  Title  IV  of  ERISA.  The 


PBGC,  as  amicus  curiae,  urged  the  court  to  deny  the  petition 
or  to  hold  it  in  abeyance  pending  its  decison  in  Gray.  Following 
its  decision  in  Gray,  the  Supreme  Court  denied  Republic's 
petition. 

Washington  Star  Co.  v.  International  Typographical  Union 
Pension  Plan:  In  this  action,  an  employer  had  appealed  a  U.S. 
district  court  decision  upholding  the  withdrawal  liability  provi- 
sions of  Title  IV  of  ERISA  as  applied  to  a  post-enactment 
withdrawal.  The  U.S.  court  of  appeals  agreed  and  found  the 
law  constitutional  in  all  respects.  The  PBGC  participated  as 
amicus  curiae. 

Terson  Co.  v.  Bakery  Drivers  Local  194  Pension  Fund:  In 
this  case,  an  employer  had  appealed  a  U.S.  district  court  deci- 
sion upholding  the  constitutionality  of  the  withdrawal  liability 
provisions  as  applied  to  a  post-enactment  withdrawal.  The  U.S. 
court  of  appeals  agreed  with  the  district  court.  The  PBGC  par- 
ticipated as  amicus  curiae. 


Freedom  of  Information  and  Privacy  Acts 

In  calendar  year  1984,  the  PBGC  received  approximately 
750  requests  for  information  under  the  Freedom  of  Information 
Act  (FOIA)  and  Privacy  Act,  7  percent  more  than  in  calendar 
year  1983.  This  increased  activity  parallels  the  prior  year's 
activity  in  that  there  was  (1)  the  greater  use  of  the  PBGC's 
regulation  providing  for  administrative  review  of  agency  deci- 
sions (which  includes  Privacy  Act  and  FOIA  access),  and 
(2)  the  increased  use  of  FOIA  as  an  information-discovery 
device  for  both  pending  and  potential  litigation. 

Passage  of  MPPAA  continues  to  promote  interest  in  agency 
interpretations  of  the  statute.  The  additional  volume  of  written 
FOIA  requests  received  in  1984  continues  to  reflect  increased 
public  awareness  of  and  interest  in  the  PBGC's  ongoing 
responsibilities. 


Appeals  Board 

The  PBGC's  Rules  for  Administrative  Review  of  Agency 
Decisions  issued  July  19,  1979,  established  an  Appeals  Board  to 
review  and  decide  appeals  of  the  agency's  initial  determinations, 
including  determinations  made  on  or  after  August  20,  1979. 
The  Appeals  Board  reviews  initial  decisions  concerning  (1)  entide- 
ment  to  termination  insurance  coverage,  (2)  entitlement  to 
guaranteed  benefits,  and  (3)  obligations  for  payment  of 
employer  liability.  Aggrieved  parties  are  allowed  45  days  after 
the  date  of  the  PBGC  determination  in  which  to  file  an  appeal 
or  to  request  a  fding  extension. 
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The  appeals  process  allows  the  agency  to  review  its  deci- 
sions without  burdening  itself  or  aggrieved  parties  with  costly 
litigation.  Appeals  Board  decisions  are  final  agency  decisions 
and  are  subject  to  review  by  a  U.S.  district  court. 

Appeals  Activity:  The  number  of  pending  appeals  cases 
was  reduced  by  over  20  percent  during  FY  1984.  There  were 
280  cases  pending  at  year-end,  compared  with  353  at  the  end 
of  FY  1983.  A  total  of  270  cases  were  closed  during  the  year, 
while  197  new  cases  were  docketed. 

The  Participant  and  Employer  Appeals  Department's  goal 
is  to  reduce  the  number  of  pending  cases  to  a  current  inventory 


that  is  defined  as  a  level  that  approximates  the  average  annual 
number  of  new  appeals.  During  the  past  five  years  an  average 
of  about  215  appeals  per  year  were  docketed.  Thus,  the  280  ap- 
peals pending  at  year-end  consist  of  a  normal  inventory  of  215 
cases  and  a  backlog  of  65  cases.  FY  1984  efforts  represent  the 
most  significant  reduction  in  the  backlog  since  the  Appeals 
Board  was  established.  Every  effort  will  be  made  to  continue 
reducing  and  hopefully  eliminate  the  backlog  in  the  year 
ahead. 

Table  VIII.  shows  the  appeals  caseload  from  FY  1979,  the 
first  year  that  the  PBGC  established  a  formal  appeals  process. 


Table  VIE.:  Appeals 

Caseload 

Total 

FY  84 

Appeals  Docketed 

1,079 

197 

Cases  Closed 

799 

270 

Cases  Pending 

N/A* 

280 

FY  83 

340 
233 

353 


FY  82 

142 
147 
246 


FY  81 

187 
128 
251 


FY  80 

212 

21 

192 


FY  79 


*Not  Applicable 


C 
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IX.  Financial  Activities 


Introduction 

The  Financial  Statements  for  the  year  ended  September 
30,  1984,  show  a  $73  million  net  operating  gain  for  the  single- 
employer  and  multiemployer  programs  combined.  This  reflects 
gains  of  $62  million  for  the  single-employer  program  and  $11 
million  for  the  multiemployer  program. 

The  PBGC's  investments  are  valued  at  market,  and  the 
liabilities  are  presented  at  their  present  value  discounted  at  an 
estimated  market  rate  of  interest.  Therefore,  both  investment 
income  and  actuarial  charge  are  sensitive  to  changes  in  interest 
rates.  Investment  income  should  be  compared  with  the 
actuarial  charge.  Investment  income  was  $33.1  million, 
whereas  there  was  an  actuarial  credit  of  $22.1  million.  This 
compares  favorably,  even  after  considering  the  impact  of  an 
actuarial  credit  — due  to  a  change  in  valuation  method— of 
$44.0  million. 

More  detailed  information  concerning  the  PBGC's  finan- 
cial results  for  FY  1984  can  be  found  in  the  Financial 
Statements  (beginning  on  page  28)  and  the  Actuarial  Report 
(beginning  on  page  43). 


Assets  and  Investment  Management 

Investment  Structure:  The  PBGC  maintains  two  financial 
programs,  each  consisting  of  a  revolving  fund  and  a  trust  fund, 
to  finance  its  pension  insurance  programs  covering  both  single- 
employer  and  multiemployer  plans. 

Revolving  Funds:  The  revolving  funds  provide  for  (1)  the 
collection  of  premiums,  (2)  the  Corporation's  administrative 
expenses,  and  (3)  payment  of  portions  of  pension  benefits  that 
are  unfunded  by  trust  funds. 

The  revolving  funds  consist  of  U.S.  Government  securities, 
premium  revenue,  and  investment  earnings  therefrom,  with  a 
net  market  value  of  $282  million  as  of  September  30,  1984. 
The  PBGC's  fixed  income  investment  advisor  selects  Treasury 
securities  for  revolving  funds  investments. 

Trust  Funds:  Trust  funds  consist  of  assets  in  (1)  com- 
mingled funds,  (2)  trusteed  plans,  (3)  plans  pending 
trusteeship,  (4)  plans  pending  termination,  and  (5)  receivables 
expected  to  be  recovered  in  employer  liability  payments.  The 


trust  funds  provide  for  the  payment  of  the  funded  portion  of 
benefit  payments  and  trust  fund  administrative  expenses. 

When  the  PBGC  assumes  trusteeship,  it  generally  com- 
mingles assets  and  invests  them  in  a  diversified  portfolio  of 
private-sector  securities  that  are  managed  by  outside  investment 
management  firms  hired  by  the  PBGC.  Each  firm  operates 
within  its  own  area  of  specialized  investment  expertise,  subject 
to  the  PBGC's  guidelines. 

The  PBGC  establishes  investment  guidelines  and  overall 
policy  in  consultation  with  its  Advisory  Committee  and  its 
Investment  Subcommittee  (whose  members  are  listed  on 
p.  58)  and  other  expert  advisors. 

The  net  market  value  of  the  PBGC's  trust  funds  as  of 
September  30,  1984,  was  approximately  $811  million,  con- 
sisting of  commingled  trust  funds  of  $511  million,  other 
trusteed  assets  of  $235  million,  and  assets  pending  trusteeship 
of  $65  million. 

Custodian  Bank  and  Investment  Managers:  The  PBGC's 
custodian  bank  serves  as  a  central  depository  for  trust  funds. 
During  FY  1984,  $103  million,  $10  million  less  than  in  FY  1983, 
was  tranferred  to  the  custodian  bank  from  trusteed  pension 
plans.  In  addition  to  custodial  duties,  the  bank  assists  the  PBGC 
in  selling  non-readily  marketable  assets  from  terminated  plans. 

In  FY  1984,  the  PBGC  undertook  a  major  restructuring  of 
its  investment  management  program.  Five  new  equity  managers 
and  three  real  estate  managers  were  selected  after  an  extensive 
competitive  process.  Funds  were  reallocated  from  new  and  ex- 
isting accounts  to  accommodate  the  revised  investment 
management  structure. 

In  addition  to  the  existing  equity  managers  — Putnam 
Advisors  and  Alliance  Capital  Management  — PBGC  selected 
five  new  equity  managers:  Intrinsic  Value  Group  of  Chase 
Investment  Advisors;  Small  Company  of  Dimensional  Fund 
Advisors;  Special  Equities  Portfolio  of  McCowan  Associates; 
Rollert  &  Sullivan;  and  United  Capital  Management. 

The  Corporation  also  selected  three  closed-end  real  estate 
funds:  TCW  Fund  II,  JMB  Realty  III,  and  RREEF  USA  Fund 
II.  These  funds  will  receive  up  to  $20  million  each  as  they  pur- 
chase equity  interests  in  real  estate. 

Table  IX  shows  the  rates  of  return  for  fiscal  years  1984  and 
1983  and  an  annualized  return  for  the  five  years  ended 
September  30,  1984: 
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Table  IX:  Performance  Figures  by  Percentage  for  Revolving  Funds  and  Trust  Funds 

• 

Revolving  Funds: 

FY  1984 

FY  1983 

Five  years  ended 

9/30/84 

(Annualized) 

Government  Securities 

Lehman  Government  Bond  Index 

+  7.6% 
+   8.7 

+  12.5% 
+  13.4 

+  8.1% 
+  10.2 

Trust  Funds  at  Custodian  Bank: 

Stocks 
Bonds 
Standard  &  Poor's 

500 

-  9.0 

+  9.4 

+46.3 
+   3.5* 

+  13.9 
n/a 

Stock  Price  Index 

+  4.6 

+44.0 

+  14.3 

s 
( 

1 

New  York  Stock  Exchange  Index 

-  0.5 

+  39.1 

+  9.0 

• 
r 
1 
I 
i 
i 
• 

': 

j 
I 

Corporate  Bond  Index 
(Salomon  Bros.  High  Grade,  Long  Term) 

+  6.6 

+  16.9 

+  7.3 

■ 
1 

i 

*  From  June  30.  1983 

■ 

r 

£ 

1 

>• 

• 

i 
1 
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The  custodian  bank  and  the  professional  investment 
management  firms  — each  with  its  own  area  of  expertise - 

-are: 

1 

a 

Custodian  Bank: 

State  Street  Bank  and  Trust  Co. , 

Fixed  Income 

• 
* 

t 

'. 
1 

r 

a 
1 

Equity  Managers: 

Boston,  MA 

Alliance  Capital  Management,  Inc., 
New  York,  NY 

Manager: 
Real  Estate 

Pacific  Investment  Management  Co. , 
Newport  Beach,  CA 

> 

,; 

Chase  Investment  Management, 
New  York,  NY 

Dimensional  Fund  Advisors, 
Chicago,  IL 

McCowan  &  Associates, 
New  York,  NY 

Putnam  Advisory  Company,  Inc. , 
Boston,  MA 

Managers: 

JMB  Realty  Advisors, 
Chicago,  IL 

RREEF, 

San  Francisco,  CA 

TCW  Realty  Advisors, 
Los  Angeles,  CA 

Rollert  &  Sullivan, 
Boston,  MA 

United  Capital  Management, 
Denver,  CO 
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Premiums,  Benefit  Payments,  Reserve  for  Present  Value  of 
(Guaranteed  Future  Benefits,  and  Reserve  for  Estimated 
Future  Financial  Assistance 

Premium  Income:  During  FY  1984,  premium  income, 
including  penalties  and  interest,  was  $92.7  million.  This  was 
$1.6  million  less  than  FY  1983.  This  decrease  is  due  primarily 
to  the  implementation  of  procedures  in  FY  1983  that  resulted 
in  the  collection  of  delinquent  premiums.  These  premiums, 
which  were  due  in  prior  years,  had  not  been  recorded  as  in- 
come previously,  and  this  initial  effort  resulted  in  an  atypical 
increase  in  premium  income  for  FY  1983.  Although  the  collec- 
tion procedures  are  continuing,  the  resulting  allocations  did  not 
produce  as  much  premium  income  as  in  FY  1983. 

The  PBGC  has  conducted  studies  of  both  its  past  experi- 
ence and  the  accuracy  of  its  projections  in  order  to  determine 
whether  the  $2.60  per-plan-participant  premium  currently 
charged  for  the  single-employer  program  is  adequate  to  (1) 
meet  future  net  claims  and  (2)  amortize  the  deficit  applicable 
to  the  single-employer  basic  benefits  program.  The  results  of 
the  studies  show  that  a  significant  increase  in  the  single- 
employer  premium  is  necessary. 

The  PBGC  has  been  seeking  a  premium  increase  since 
May  1982;  the  Corporation  is  currently  requesting  that  the 


Congress  increase  the  premium  to  $7.50  per  plan  participant 
effective  January  1,  1985.  In  the  opinion  of  the  Corporation,  it 
is  essential  that  the  premium  increase  be  granted  in  order  to 
put  the  single-employer  program  on  a  sound  financial  basis. 

Proposals  to  restructure  the  single-employer  program  have 
also  been  made.  Such  proposals,  if  approved,  would  have  a 
major  impact  on  the  single-employer  program  and  its  future 
costs. 

Benefit  Payments  and  Reserve  for  Present  Value  of 
Guaranteed  Future  Benefits:  During  FY  1984,  the  PBGC's  total 
annual  benefit  payments  increased  by  $32.5  million  over  the 
amount  paid  in  FY  1983,  to  a  total  of  $172.9  million.  This 
increase  is  the  result  of  recent  pension  plan  terminations  and 
deferred  vested  participants  entering  pay  status. 

The  PBGC's  Reserve  for  Present  Value  of  Guaranteed 
Future  Benefits  for  single-employer  plans  decreased  by  $73 
million  to  $1,497  billion  at  the  end  of  FY  1984. 

Reserve  for  Estimated  Future  Financial  Assistance  for 
Multiemployer  Plans:  During  FY  1984,  the  Reserve  for 
Estimated  Future  Financial  Assistance  was  adjusted  to  $19.4 
million  as  compared  to  $19  million  in  FY  1983.  This  represents 
the  present  value  of  nonrecoverable  financial  assistance  the 
PBGC  expects  to  grant  in  the  future. 
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Graphs:  The  following  graphs  highlight  key  financial 
aspects  of  the  single-employer  program: 

•  Graph  IX.  1:  While  FY  1984  experience  is  favorable, 
such  experience  should  be  viewed  in  light  of  the  large 
losses  that  occurred  in  recent  years. 


Graph  IX.  1  Revenues  vs.  Charges  Against  Revenues 
Single  -Employer 
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•  Graph  IX. 2:  The  single-employer  accumulated  deficit 
decreased  due  to  the  impact  of  rising  interest  rates  on 
the  value  of  the  Reserve  for  Guaranteed  Benefits  and  the 
unusually  small  losses  from  terminating  plans. 


Graph  IX. 2  Accumulated  Deficit 
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Graph  IX. 3:  The  acceleration  of  benefits  paid  exceeds 
increases  in  administrative  expenses. 


Graph  IX.3  Benefit  Payments  vs  Administrative  Expenses 
Single-Employer 
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Premium  Accounting  System  Improvements 

Premium  Accounting  System:  During  FY  1984,  improve- 
ments in  the  automated  Premium  Accounting  System  resulted 
in  improved  collection  efforts. 

The  Premium  Accounting  System  is  the  first  major  system 
to  be  entered  into  the  Corporation's  computer  system.  This 
changeover  has  resulted  in  improved  turnaround  time  on 
reports  and  has  reduced  downtime  due  to  software/hardware 
problems. 


Financial  Statements  Improvement  Program 

During  FY  1984,  the  PBGC  continued  to  make  improve- 
ments in  accounting  and  internal  controls  in  an  effort  to  over- 
come the  deficiencies  noted  by  the  General  Accounting  Office 
(GAO)  in  its  audit  report  on  the  PBGC's  FY  1980  Financial 
Statements.  A  number  of  improvements  recommended  by  the 
GAO  were  adopted  in  the  preparation  of  the  FY  1981,  1982, 
and  1983  Financial  Statements,  and  further  improvements  are 
included  in  the  FY  1984  Financial  Statements. 

The  most  significant  of  the  PBGC's  liability  accounts  is 
the  Reserve  for  Present  Value  of  Guaranteed  Future  Benefits. 
The  methods  used  in  calculating  the  reserve  contributed 
substantially  to  the  GAO's  inability  to  express  an  opinion  on 
the  PBGC's  Financial  Statements  for  FY  1980.  The  GAO 
indicated  concern  regarding  the  use  of  estimates  for  determin- 
ing this  liability,  feeling  that  limited  data  and  unproven  estima- 
tion techniques  weakened  the  reliability  of  the  estimated 
values. 

A  new  valuation  model  using  individual  participant  data 
was  implemented  during  FY  1983  and  used  again  for  FY  1984. 
The  percentage  of  the  Reserve  for  Guaranteed  Future  Benefits 
valued  by  the  model  increased  in  FY  1984  (see  the  Actuarial 
Report,  p.  43). 


Fiscal  Year 
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X.  Introduction  to  Financial  Statements 
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Management  of  the  Pension  Benefit  Guaranty  Corporation 
(PBGC)  has  prepared  the  accompanying  Statements  of  Finan- 
cial Condition  of  the  Corporation  as  of  September  30,  1984 
and  1983,  and  the  Statements  of  Operations  and  Changes  in 
Equity  and  Statements  of  Changes  in  Financial  Condition  for 
the  years  ended  September  30,  1984  and  1983. 

As  discussed  in  the  Annual  Report  for  fiscal  years  1981, 
1982,  and  1983,  the  General  Accounting  Office  (GAO)  issued  a 
disclaimer  of  opinion  on  the  Statements  for  the  year  ended 
September  30,  1980,  due  to  (1)  material  accounting  and 
estimating  problems  (primarily  in  estimating  the  liability  for 
the  present  value  of  guaranteed  future  benefits),  (2)  internal 
control  problems,  and  (3)  other  factors  beyond  the  Corpora- 
tion's control.  The  GAO  comments  did  not  assert  that  the 
liabilities  reported  for  the  present  value  of  guaranteed  future 
benefits  were  incorrect,  but  rather  that  the  available  data  were 
inadequate  to  provide  a  reliable  estimate. 

In  connection  with  their  audit  of  the  Corporation's  Finan- 
cial Statements  for  FY  1980,  the  GAO  noted  that  progress  has 
since  been  made  in  eliminating  the  deficiencies  covered  in  their 
previous  report.  The  GAO's  management  review  in  FY  1984 
observed  that  significant  improvements  have  been  made  and 
are  continuing. 

In  the  opinion  of  management,  the  Financial  Statements 
present  fairly  the  financial  position  of  the  PBGC  at  September 
30,  1984,  and  September  30,  1983,  and  for  the  periods  then 
ended,  in  conformity  with  generally  accepted  accounting  prin- 
ciples and  actuarial  standards  applied  on  a  consistent  basis. 


Single-Employer  Program 

As  discussed  in  Note  8  under  "Plans  Pending  Termina- 
tion," the  reserve  includes:  (1)  estimates  of  the  present  value  of 
guaranteed  future  benefits  of  specific  large  plans  that  ter- 
minated subsequent  to  the  Corporation's  fiscal  year-end  or  that 


are  expected  to  terminate  in  the  foreseeable  future  and  (2)  cer- 
tain probable  net  losses  from  small  plan  terminations  about 
which  the  PBGC  did  not  have  specific  knowledge  as  of  the  date 
the  Financial  Statements  were  prepared.  For  FY  1984,  no 
potential  large  plan  terminations  were  identified  and  the  prob- 
able losses  for  small  plans  were  determined  to  be  immaterial. 

There  continue  to  be  a  number  of  potential  large  plan  ter- 
minations in  situations  in  which  plan  sponsors  are  experiencing 
financial  difficulties.  The  PBGC's  liability,  should  any  of  these 
plans  terminate,  would  likely  be  less  than  the  individual  plan's 
unfunded  vested  benefit  liability  because,  frequently,  the  PBGC 
guaranteed  benefits  are  less  than  the  vested  benefits  under  a 
plan,  and  the  PBGC  has  certain  recovery  rights  from  plan 
sponsors. 

Plans  of  some  sponsors  have  significant  unfunded 
guaranteed  benefits  in  excess  of  the  current  statutory  PBGC  net 
worth  recovery  provisions,  thereby  potentially  providing  some 
sponsors  with  a  financial  incentive  to  terminate  their  plans.  No 
provision  has  been  made  in  the  Financial  Statements  for  possi- 
ble PBGC  liabilities  that  could  result  from  terminations  of  such 
plans,  since  the  likelihood  of  these  terminations  occurring  is 
uncertain  and  cannot  be  estimated  with  sufficient  reliability. 


Multiemployer  Program 

The  MPPAA  changed  the  insurable  event  for  multiemployer 
plans  from  plan  termination  to  plan  insolvency.  The  PBGC 
does  not  make  payments  from  its  revolving  funds  until  a 
multiemployer  plan's  assets  have  been  depleted.  At  that  time, 
the  PBGC  provides  financial  assistance  to  the  insolvent  plan  as 
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a  loan.  Such  assistance  matures  into  a  claim  only  when  the 
plan's  contributing  employers,  and  in  some  cases  withdrawn 
employers,  are  financially  unable  to  meet  the  plan's  benefit 
payments  and  other  debt  liability,  including  the  PBGC 
assistance. 

In  FY  1984,  the  reserve  for  future  financial  assistance 
increased  slightly.  Accordingly,  a  loss  from  financial  assistance 
was  recorded,  and  the  corresponding  reserve  was  increased. 


Litigation 

As  discussed  in  Note  17,  litigation  that  could  have  signifi- 
cant financial  implications  on  the  single-employer  program  and 
the  multiemployer  program  is  currently  pending.  Some  of  the 
major  issues  involve  the  ability  of  the  Corporation  to  (1)  assess 
and  collect  employer  liability  and  contributions  due  from 
employers  in  certain  circumstances,  (2)  establish  whether  ter- 
minations have  occurred,  and  (3)  determine  whether  certain 
benefits  are  guaranteed  by  the  PBGC.  Although  management 
and  counsel  believe  that  the  PBGC's  position  in  these  matters 
will  be  upheld  by  the  courts,  neither  is  in  a  position  to  predict 
the  ultimate  outcome  of  this  litigation. 

The  ultimate  resolution  of  legal  matters  referred  to  in  the 
preceding  paragraph  may  have  a  material  impact  on  the  finan- 
cial condition  and  results  of  operations  reported  in  the  Finan- 
cial Statements. 


history  and  represents  the  first  positive  result  since  FY  1980. 
The  current  year's  gains  are  $61.3  million  in  the  single- 
employer  program  and  $11.3  million  in  the  multiemployer 
program. 

Investment  and  other  income  was  $33.1  million  for  FY  1984 
and  $195.1  million  in  FY  1983.  The  decrease  in  investment  in- 
come is  due  in  part  to  the  decline  in  equity  markets  partially 
reflecting  increased  interest  rates  during  FY  1984.  This  in- 
crease in  interest  rates,  in  turn,  was  the  primary  cause  of  an 
actuarial  credit  of  $22.1  million  as  compared  to  a  charge  of 
$267.7  million  in  the  previous  year,  or  a  net  change  of  $289.8 
million  between  FY  1984  and  FY  1983. 

During  FY  1984,  the  largest  single-employer  plan  loss  was 
$15.3  million.  The  loss  reported  for  FY  1984  is  relatively  low 
compared  to  prior  years.  This  experience  contrasts  with  the 
previous  year  when  a  number  of  very  large  losses  were  ex- 
perienced (for  greater  detail  see  pages  47  to  49  in  the  Acutarial 
Report).  The  PBGC's  claim  experience  is  sensitive  to  the 
absence  or  presence  of  large  claims. 

Administrative  expenses  were  9.6  percent  higher  in 
FY  1984  than  in  FY  1983.  This  increase  is  due  to  Project 
Computers,  costs  associated  with  processing  improvements, 
and  inflation. 


January  10,  1985 


Management's  Review  of  Changes  in  the  Statements  of 
Operations 

Operations  for  the  year  ended  September  30,  1984,  resulted 
in  a  gain  of  $72.6  million  as  compared  to  the  loss  of  $195.6 
million  for  the  prior  year.  This  is  the  largest  gain  in  the  PBGC's 
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XI.  Fi 


Statements 


Pension  Benefit  Guaranty  Corporation 
Statements  of  Financial  Condition 


(Dollars  in  thousands) 


Single-Employer  Fund 

September  30, 
1984  1983 


Multiemployer  Fund 

September  30, 
1984  1983 


Total 


September  30, 
1984  1983 


Assets 


L 
i. 

I 
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Investments  of  the  revolving  funds  and 

trusteed  plans,  at  market  —  Note  3 
Cash 

Premium  income  receivable  —  Note  10 
Notes  receivable  —  financial  assistance 

program,  net  —  Note  4 
Contributions  due  from  employers  — 

Note  5 
Installments  receivable  from 

insurance  companies 
Other  receivables  —  Note  6 
Amounts  due  from  employer 

liability  —  Note  7: 
By  agreement 

Estimated  future  settlements 
Investments  not  in  trusteeship,  at  market: 

Terminated  plans  pending  trusteeship, 
net  —  Note  3 
Furniture  and  equipment,  net  of 

accumulated  depreciation  —  Note  15 


$831,915 

$759,084 

$53,031 

$45,425 

$884,946 

$804,509 

1,631 

1,503 

173 

75 

1,804 

1,578 

5,364 

4,910 

1,845 

2,011 

7,209 

6,921 

0 

0 

1,516 

938 

1,516 

938 

51,083 

41,372 

0 

0 

51,083 

41,372 

26,753 

36,555 

0 

0 

26,753 

36,555 

12,644 

15,743 

39 

135 

12,683 

15,878 

4,894 

12,358 

231 

214 

5,125 

12.572 

62,885 

49,494 

3,030 

2,945 

65,915 

52,439 

64,154 

163,309 

625 

633 

64,779 

163,942 

1,944 

581 

296 

47 

2,240 

628 

$1,063,267 

$1,084,909 

$60,786 

$52,423 

$1,124,053 

$1,137,332 

See  Notes  to  Financial  Statements. 
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(Dollars  in  thousands) 


Liabilities 


Pension  Benefit  Guaranty  Corporation 
Statements  of  Financial  Condition 


Single-Employer  Fund 

September  30, 
1984  1983 


Multiemployer  Fund 

September  30, 
1984  1983 


Total 


September  30, 
1984  1983 


Reserve  for  present  value  of  guaranteed 
future  benefits  —  Note  8: 
Trusteed  plans 
Terminated  plans  pending 

trusteeship 
Plans  pending  termination 
Reserve  for  estimated  future  financial 
assistance,  net  —  Note  9 


Unearned  premium  income  —  Note  10 
Accounts  payable  and  accrued 
expenses  —  Note  11 


Equity 

Accumulated  results  of  operations  — 

(deficit) 
Commitments  and  contingencies  — 

Notes  8,  11,  17,  and  18 


$1,369,600  $1,226,000    $21,400    $24,000    $1,391,000  $1,250,000 


127,000 
0 

344,000 
0 

600 
0 

1,000 
0 

127,600 
0 

345,000 
0 

19,400 
41,400 

19,000 
44,000 

19,400 
1,538,000 

19,000 

1,496,600 

1,570,000 

1,614,000 

16,154 

15,541 

1,978 

2,056 

18,132 

17,597 

12,502 

22,689 

197 

398 

12,699 

23,087 

1,525,256   1,608.230 


43,575 


46,454 


(461,989)   (523,321)     17,211 


1,568,831   1,654,684 


5,969      (444,778)   (517,352) 


$1.063,267  $1,084,909    $60,786    $52,423    $1,124,053  $1,137,332 


See  Notes  to  Financial  Statements 
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Pension  Benefit  Guaranty  Corporation 
Statements  of  Operations  and  Changes  in  Equity 


(Dollars  in  thousands) 


Single-Employer  Fund 

Year  Ended 
September  30, 

1984  1983 


Multiemployer  Fund 

Year  Ended 
September  30, 

1984  1983 


Total 


Year  Ended 
September  30, 

1984  1983 


Revenues 


■ 
( 
r 


Premium  income  including  penalty  and 

interest  —  Note  10 
Investment  and  other  income  —  Note  12 

Total 

Expenses 

Losses  (gains)  from  plans  terminated  and 
plans  pending  termination  —  Note  13 

Losses  from  financial  assistance  — 
Note  14 

Administrative  expenses 

Actuarial  charges  (credits)  —  Note  8 

Total 

Results  of  operations  —  income  (loss) 

Accumulated  results  of  operations  — 
beginning  of  the  period  —  (loss) 


$80,488         $1 
29,670         1! 


41,715 


30,318 

(23,207) 


,522 
5,321 


110,158         269,843 


167,459 


27,158 
265,721 


48,826    460,338 


(523,321)   (332,826) 


$12,247 
3,380 

15,627 


(358) 


4,385 


$12,762 
6,787 

19,549 


273 


24,652 


61,332   (190,495)      11,242      (5,103) 


5,969     11,072 


$92,735   $94,284 
33,050   195,108 


125,785   289,392 


41.357   167.732 


640 

19.122 

640 

19,122 

2,989 

3,233 

33,307 

30,391 

1,114 

2,024 

(22,093) 

267.745 

53,211   484,990 


72,574   (195,598) 


(517,352)  (321,754) 


Accumulated  results  of  operations 
end  of  period  —  (loss) 


$(461,989)    $(523,321)  $17,211  $5,969 


$(444,778)  $(517,352) 


See  Notes  to  Financial  Statements 
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Pension  Benefit  Guaranty  Corporation 
Statements  of  Changes  in  Financial  Condition 


(Dollars  in  thousands) 


Sources  of  Funds  from  Operations 

Results  of  operations  —  income  (loss) 
Charges  to  operations  not  affecting  cash 
and  investments: 
Depreciation 

Present  value  of  liabilities  assumed 
Actuarial  charges  (credits) 
Increase  (decrease)  in  reserve  for 

pending  terminations 
Increase  in  reserve  for  future 
financial  assistance 
Increase  (decrease)  in  unearned 
premiums 

Total  funds  provided  by  operations 
Uses  of  Funds 

Additions  to  furniture  and  equipment 
Increase  (decrease)  in  other  assets 
Increase  (decrease)  in  other  liabilities 
Increase  (decrease)  in  investments  not 

in  trusteeship 
Increase  (decrease)  in  amounts  due 

from  employers  and  multiemployer 

financial  assistance 
Benefit  payments 

Total  uses 

Increase  in  cash  and  investments  of 
revolving  funds  and  trusteed  plans 


Single-Employer  Fund 

Year  Ended 
September  30, 

1984  1983 


(99,155) 


$72,959 


(27,235) 


Multiemployer  Fund 

Year  Ended 
September  30, 

1984  1983 


$61,332  $(190,495)  $11,242 


$(5,103) 


(8) 


(12) 


Total 


Year  Ended 
September  30, 

1984  1983 


$72,574      $(195,598) 


285 
119,132 
(23,207) 

153 
405,891 
265,721 

39 
(500) 
1,114 

21 

0 

2,024 

324 
118,632 
(22,093) 

174 
405,891 

267,745 

0 

(103,000) 

0 

0 

0 

(103,000) 

400 

19,000 

400 

19,000 

613 

477 

(78) 

13 

535 

490 

158,155 

378,747 

12,217 

15,955 

170,372 

394,702 

1,648 

143 

288 

17 

1,936 

160 

(2,736) 

66,482 

(262) 

(13) 

(2,998) 

66,469 

10,187 

(8,089) 

201 

36 

10,388 

(8,053) 

(99,163)        (27,247) 


5,927 
169,325 

(11,294) 
136,612 

680 
3,614 

661 

3,824 

6,607 
172,939 

(10,633) 
140,436 

85,196 

156,619 

4,513 

4,513 

89,709 

161,132 

$222,128 


$7,704 


$11,442 


$80,663       $233,570 


See  Notes  to  Financial  Statemer. 
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Introduction 

As  stated  earlier  the  PBGC  provides  pension  coverage, 
within  statutory  limits,  to  participants  in  covered  single- 
employer  and  multiemployer  defined  benefit  pension  plans  that 
meet  the  criteria  specified  in  Section  4021  of  ERISA. 

The  PBGC  is  organized  as  a  self-financing  corporation  that 
is  subject  to  the  provisions  of  the  Government  Corporation  Con- 
trol Act.  It  is  funded  through  premiums  paid  by  covered  pension 
plans,  assets  assumed  from  terminated  plans,  employer  liability 
payments  under  the  Act,  and  investment  performance  on  all 
assets  for  which  the  Corporation  has  or  will  assume  control. 

Single-Employer  and  Multiemployer  Funds:  The  Single- 
Employer  Fund  includes  the  assets  and  liabilities  of  (1)  all 
defined  benefit  pension  plans  for  which  the  PBGC  is  trustee, 
(2)  those  plans  that  have  terminated  and  are  expected  to  be 
trusteed  by  the  PBGC,  and  (3)  those  plans  that  the  PBGC  has 
determined  are  pending  termination.  The  PBGC's  loss  is  deter- 
mined as  of  the  date  of  termination  or,  in  the  case  of  plans 
pending  termination,  the  date  of  the  plan's  financial  statements. 
The  loss  is  equal  to  the  plan  asset  insufficiency  (present  value 
of  guaranteed  future  benefits  less  plan  assets  acquired)  less  the 
estimated  present  value  of  amounts  expected  to  be  recovered 
from  employer(s).  The  latter  amount  is  collectible  from 
employer(s)  that  maintained  the  plan,  in  accordance  with  the 
employer  liability  provisions  of  ERISA. 

The  Multiemployer  Fund,  like  the  Single-Employer  Fund, 
includes  the  assets  and  liabilities  of  (1)  all  defined  benefit  pen- 
sion plans  for  which  the  PBGC  is  trustee  and  (2)  those  plans 
that  have  terminated  and  are  expected  to  be  placed  in  PBGC 
trusteeship.  When  MPPAA  was  signed  into  law  on  September 
26,  1980,  the  insurable  event  was  changed  from  termination  to 
insolvency.  The  MPPAA  requires  that  the  PBGC  provide  funds 
to  plans  satisfying  the  statutory  tests  for  financial  assistance. 
Losses  are  recognized  when  the  Corporation  determines  that 
present  or  expected  future  financial  assistance  is  uncollectible 
(for  a  discussion  of  multiemployer  coverage,  see  Note  4, 
p.  36). 

The  Statements  include  estimated  financial  data  relating  to 
certain  plans  for  which  actual  data  was  unavailable  to  the 
PBGC.  In  some  cases,  a  final  determination  has  not  been  made 
as  to  the  effective  date  of  a  plan's  termination.  In  these  cases, 
the  Statements  reflect  the  date  of  termination  that  the  PBGC 
believes  is  most  appropriate  under  the  circumstances.  Changes 
in  these  and  other  estimated  values  are  reflected  in  the  Finan- 
cial Statements  for  the  period  in  which  revised  or  final  data 
becomes  available. 


Note  1  —  Significant  Accounting  Policies 

Revolving  and  Trust  Funds:  The  PBGC  maintains  both  a 
revolving  fund  and  a  trust  fund  for  each  of  its  basic  benefit 
programs  (single-employer  and  multiemployer).  These  funds 
are  maintained  on  an  accrual  basis.  For  presentation  in  the 
Financial  Statements,  the  revolving  and  trust  funds  have  been 
combined  under  the  appropriate  program.  The  single-employer 
and  multiemployer  programs  are  separate  entities.  Gains  from 
one  cannot  be  used  to  offset  losses  from  the  other. 

Asset  Valuation:  Investments  are  valued  at  the  fair  market 
value  for  both  the  revolving  fund  and  the  trust  fund.  Other 
assets  are  valued  at  cost  or,  in  the  case  of  receivables,  at  the 
estimated  realizable  value.  The  unallocated  portion  of  insur- 
ance contracts  are  valued  at  the  greater  of  (1)  the  value  that  can 
be  transferred  to  the  PBGC  (its  cash-out  amount  based  on  the 
present  value)  or  (2)  the  value  to  the  PBGC  of  the  benefits  that 
could  be  purchased  through  conversion  of  the  contract  to  fully 
allocated  annuities  under  the  relevant  insurance  contract.  Any 
gain  or  loss  in  the  value  of  assets,  subsequent  to  the  date  of  ter- 
mination, whether  realized  or  unrealized,  is  included  in  invest- 
ment income  in  the  accompanying  Statements  of  Operations 
(see  Note  3,  p.  34). 

Premium  Income  Receivable  and  Unearned  Premium 
Income:  All  premiums  are  recognized  as  revenues  as  they  are 
earned  during  the  year.  Uncollected  premiums  are  accrued, 
and  unearned  premiums  are  amortized  (see  Note  10,  p.  39). 

Financial  Assistance:  Financial  assistance  loans  are 
recorded  as  receivables  with  an  allowance  for  uncollectibility 
determined  on  a  case-by-case  basis.  If  there  is  a  determination 
that  a  multiemployer  plan  will  require  future  nonrecoverable 
financial  assistance  and  the  amount  is  estimable,  an  accrual  is 
made  to  record  the  loss  (see  Notes  4,  9,  and  14.  pp.  36,  39,  and 
40). 

Contributions  Due  from  Employers:  The  PBGC  recognizes 
that  unpaid  employer  contributions  estimated  to  be  recoverable 
are  assets  of  the  plan  as  of  the  date  of  termination.  The 
amounts  reported  are  based  on  either  formal  agreements  or 
estimates  (see  Note  5,  p.  36). 

Employer  Liability:  The  PBGC  recognizes  estimated 
employer  liability  amounts  (up  to  statutory  limits)  to  be  receiv- 
ables as  of  the  date  of  termination.  The  amounts  reported  are 
based  on  either  formal  agreements  or  estimates  (see  Note  7.  p. 

37). 
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Present  Value  of  Guaranteed  Future  Benefits:  The  reserve 
for  present  value  of  guaranteed  future  benefits  provides  for  (1) 
trusteed  plans,  (2)  terminated  plans  pending  trusteeship,  and 
(3)  plans  pending  termination  and  for  which  the  PBGC  would 
seek  trusteeship. 

The  reserve  is  affected,  subsequent  to  the  date  of  plan  ter- 
mination, by  benefits  paid,  the  passage  of  time,  the  write-off  of 
amounts  not  recoverable  by  the  PBGC,  changes  in  actuarial 
assumptions,  and  other  factors.  The  impact  of  these  adjust- 
ments is  reported  as  an  actuarial  charge  (credit)  in  the  State- 
ment of  Operations  and  Changes  in  Equity  (see  Note  8,  p.  37). 

Trusteed  Plans  and  Terminated  Plans  Pending  Trusteeship: 
The  reserve  for  present  value  of  guaranteed  future  benefits 
represents  the  present  value  of  future  payments  of  guaranteed 
benefits  for  plans  that  have  terminated  as  of  the  end  of  the  fis- 
cal year,  and  for  which  the  PBGC  either  has  assumed  trustee- 
ship or  is  expected  to  become  trustee  (see  Note  8,  p.  37). 

Plans  Pending  Termination:  This  portion  of  the  reserve 
includes  (1)  large  plans  terminated  subsequent  to  year-end, 
(2)  expected  future  large  plan  terminations,  (3)  losses  incurred 
but  not  reported  for  small  plans,  and  (4)  forecasted  future  ter- 
minations for  small  plans  for  which  the  PBGC  would  seek 
trusteeship  (see  Note  8,  p.  37). 

Losses  (Gains)  from  Plans  Terminated  and  Pending  Termi- 
nation: Amounts  reported  as  losses  represent  the  difference 
between  the  present  value  of  guaranteed  future  benefits 
assumed  less  related  plan  assets  and  estimated  employer  liabil- 
ity (see  Notes  8  and  13,  pp.  37,  40). 


Depreciation:  Depreciation  of  furniture  and  equipment  is 
calculated  on  a  straight-line  basis  over  the  estimated  useful 
lives  of  the  assets.  The  useful  lives  range  from  five  to  ten 
years.  Routine  maintenance  and  repairs  are  charged  to  opera- 
tions of  the  current  period  (see  Note  15,  p.  41). 

Leasehold  improvements  (the  amounts  of  which  are  not 
significant)  have  been  charged  to  operations  as  incurred. 

Retirement  Plan:  All  permanent,  full-time,  and  part-time 
employees  of  the  PBGC  are  covered  by  the  contributory  Civil 
Service  Retirement  Plan.  The  Corporation  makes  monthly  con- 
tributions to  the  plan  equal  to  the  amount  contributed  by  the 
employees.  The  retirement  plan  expenses  paid  for  fiscal  year 
1984  and  1983  were  $991,674  and  $935,581,  respectively. 

Full-time  and  part-time  employees  hired  after  January  1, 
1984,  are  covered  by  both  Social  Security  and  the  Civil  Service 
Retirement  Plan.  It  is  expected  that  Congress  will  create  a  new 
retirement  system  in  1985. 


Note  2  —  Investment  Policy 

Premium  receipts  are  credited  to  the  appropriate  revolving 
funds.  To  the  extent  that  such  funds  exceed  current  needs,  the 
PBGC  is  required  to  invest  these  funds  in  securities  issued  or 
guaranteed  by  the  United  States  Government.  Trust  fund  assets 
include  assets  the  PBGC  acquires  or  expects  to  acquire  from 
terminated  plans  and  employer  liability.  These  assets,  after 
transfer  to  the  custodian  bank,  are  invested  in  equity  securities, 
fixed  income  securities,  and  real  estate. 
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Note  3  —  Asset  Valuation 

The  basis  and  types  of  investments  carried  at  market  value 
in  the  Statements  of  Financial  Condition  are  shown  in  the 
tables  following  this  note.  Assets  of  trusteed  plans  and  plans 


pending  trusteeship  are  shown  separately. 

The  basis  indicated  is  cost  or  market  value  at  date  of  plan 
termination  if  the  asset  was  acquired  as  a  result  of  a  plan's 
termination. 


Investments  of  Revolving  Funds  and  Trusteed  Plans 

(Dollars  in  thousands) 


September  30, 

1984 

1983 

Market 

Market 

Basis 

Value                           Basis 

Value 

t 


Investments: 
U.S.  Government  and 

Government-guaranteed 

securities 
Common  Stock  and  other 

equity  securities 
Commercial  paper, 

certificates  of  deposit,  and 

other  short-term  investments 
Corporate  bonds 
Insurance  contracts 
Real  estate 
Mortgages 
Obligations  of  foreign 

governments 
Accrued  investment  income 

Investments  of  the  revolving 
funds  and  trusteed  plans 


$323,166 

$326,152 

306,346 

326,796 

94,007 

94,007 

59,221 

56,077 

51,216 

45,970 

10,646 

10,927 

9,907 

9,620 

16 

18 

15,379 

15,379 

$869,904 

$884,946 

$329,211 

$341,283 

215,205 

272,305 

57,748 

57,748 

34,482 

35,521 

48,583 

51,238 

12,254 

12,598 

22,447 

22,513 

84 

75 

11,228 

11,228 

$731,242 

$804,509 
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Investments  of  Terminated  Plans  Pending  Trusteeship 

(Dollars  in  thousands) 


Assets 

Investments : 
U.S.  Government  and 

Government-guaranteed 

securities 
Common  stock  and  other  equity 

securities 
Commercial  paper, 

certificates  of  deposit,  and 

other  short-term  investments 
Corporate  bonds 
Insurance  contracts 
Real  estate 
Mortgages 

Obligations  of  foreign  governments 
Accrued  investment  income 

Total  Investments 

Cash 

Contributions  due  from  employers 

Other  receivables 

Total  Assets 

Liabilities 

Investments  of  terminated  plans 
pending  trusteeship  —  net 


September  30, 


1984 


Basis 


Market 
Value 


1983 


Basis 


Market 
Value 


$10,077 

$9,615 

$32,172 

$31,719 

11,311 

11,477 

33,121 

35,951 

14,414 

14,414 

39,290 

39,290 

8,632 

8,730 

13,374 

13,539 

10,545 

8,479 

18,225 

18,499 

0 

0 

109 

112 

5,458 

4,687 

4,128 

3,526 

568 

517 

540 

549 

257 

257 

897 

897 

$61,262 

58,176 
731 

$141,856 

144,082 

646 

6,176 

19,334 

97 

54 

65,180 

164,116 

401 

174 

$64,779 

$163,942 
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Note  4  —  Provisions  Affecting  Multiemployer  Coverage 

MPPAA  requires  that  the  PBGC  will  provide  financial 
assistance  and  guaranteed  benefits  for  insolvent  multiemployer 
plans  after  September  26,  1980  (the  date  when  MPPAA  was 
signed  into  law),  thus  changing  the  insurable  event  from  plan 
termination  to  insolvency.  This  has  resulted  in  a  deferral  of  the 
PBGC's  involvement  in  these  plans  and  in  any  resulting  losses. 
Guaranteed  benefits  are  statutorily  limited  for  a  multiemployer 
plan  and  differ  from  the  statutorily  limited  guaranteed  benefits 
for  a  single-employer  plan.  Financially  troubled  multiemployer 
plans  are  allowed  to  reduce  their  benefits.  Insolvent  plans  must 
reduce  or  suspend  the  payment  of  non-basic  benefits  that 
exceed  the  resource  benefit  level.  However,  no  plan  may  reduce 
its  benefits  below  guaranteed  levels. 

The  PBGC  provides  financial  assistance  to  plans  in  accor- 
dance with  the  terms  of  the  statute.  If  plan  sponsors  of  an 
insolvent  plan  anticipate  that  the  plan  will  not  be  able  to  pay 
the  guaranteed  basic  benefits  for  any  month,  the  plan  sponsors 
may  apply  to  the  PBGC  for  financial  assistance. 

If  an  insolvent  plan's  basic  benefits  for  any  year  exceed  the 
resource  benefit  level,  the  plan  sponsors  must  apply  to  the 
PBGC  for  financial  assistance.  Through  September  30,  1984, 
only  two  plans  have  received  financial  assistance  from  the 
PBGC. 

A  multiemployer  plan  can  terminate  only  if,  by  plan 
amendment,  it  either  freezes  the  accrual  and  vesting  of  benefits 
or  converts  to  a  defined  contribution  plan  or  if  every  employer 
withdraws  from  the  plan  or  ceases  to  have  an  obligation  to  con- 
tribute to  the  plan.  All  employers  who  completely  or  partially 
withdraw  from  a  multiemployer  plan  must  pay  their  share  of 
the  plan's  liability  for  unfunded  vested  benefits  by  continuing 
payments  to  the  plan.  The  amount  of  the  withdrawal  liability  is 
determined  by  using  one  of  several  allocation  methods 
described  in  the  statute  or  in  regulations  promulgated  by  the 
PBGC  (29  CFR  2642). 

Plans  that  terminate  by  mass  withdrawal  (complete  with- 
drawal by  every  employer)  may  be  trusteed  by  the  PBGC. 
However,  the  PBGC  is  not  required  to  advance  financial 
assistance  until  the  assets  become  insufficient  to  pay  basic 
guaranteed  benefits. 

In  FY  1984,  the  PBGC  did  not  identify  any  additional 
multiemployer  plans  that  would  require  future  financial 
assistance.  For  the  five  multiemployer  plans  that  were  identi- 
fied in  the  year  ended  September  30,  1983,  the  value  of  the 
future  financial  assistance  that  is  deemed  to  be  uncollectible 
increased  by  $0.4  million  to  $19.4  million.  This  amount  has 
been  charged  to  losses  for  the  year-ended  September  30,  1984. 


Note  5  —  Contributions  Due  from  Employers 

An  employer  is  liable  'o  the  PBGC,  as  successor  trustee, 
for  contributions  due  and  unpaid  as  of  the  date  of  plan 
termination. 

The  amounts  shown  as  contributions  due  from  employers, 
after  considering  collectibility,  represent  the  total  of  estimated 
future  settlements  for  unpaid  contributions  and  amounts 
recoverable  by  formal  agreement,  including  interest. 

Contributions  due  from  employers  for  terminated  plans 
pending  trusteeship  are  included  in  the  account  Investments  not 
in  trusteeship,  at  market:  Terminated  plans  pending  trusteeship, 
net  (see  Note  3,  p. 34). 

The  following  table  details  the  amounts  for  contributions 
due  from  employers: 


Contributions  Due  from  Employers 
Trusteed  Plans 


(Dollars  in  thousands) 

September  30, 

1984 

1983 

By  agreement 

$551 

$531 

Interest  due  from  agreements 

22 

20 

Subtotal 

573 

551 

Estimated  future  settlements: 

Trusteed  plans 

48,711 

32.733 

Interest  due  from  estimated 

future  settlements 

1,799 

8.088 

Subtotal 

50,510 

40,821 

Contributions  due 

from  employers 

$51,083 

$41,372 
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Note  6  —  Other  Receivables 

The  Corporation's  other  receivable  items  for  revolving 
funds  and  trusteed  plans  are  shown  in  the  following  table: 


The  following  table  details  the  amounts  due  from  employer 
liability: 


Other  Receivables 

(Dollars  in  thousands) 


Due  from  disposal  of  securities 
Other 

Other  receivables 


September  30, 
1984  1983 


$  3,625 
9,058 

$12,683 


$14,596 
1,282 

$15,878 


Note  7  —  Employer  Liability 

An  employer  is  liable  to  the  PBGC  when  a  single- 
employer  plan  under  its  sponsorship  terminates  without  suffi- 
cient assets  to  pay  plan  benefits  guaranteed  by  the  PBGC.  The 
amount  of  this  liability  is  the  excess  of  the  present  value  of  the 
guaranteed  future  benefits  over  the  value  of  the  plan  assets; 
however,  the  liability  cannot  exceed  30  percent  of  the 
employer's  statutory  net  worth.  This  liability  is  measured  as  of 
the  date  of  the  plan's  termination.  The  employer's  net  worth 
may  be  measured  as  of  any  date  within  120  days  of  the  date  of 
termination. 

The  amounts  shown  as  due  from  employer  liability  repre- 
sent the  total  of  estimated  future  settlements  with  employers  for 
liability  pursuant  to  ERISA  plus  amounts  recoverable  by  formal 
agreement  deemed  to  be  collectible.  Estimated  future 
settlements  are  based  in  certain  instances  on  estimated  values  of 
(1)  plan  liabilities  for  present  value  of  guaranteed  future 
benefits,  (2)  plan  assets,  and/or  (3)  employer  net  worth,  if 
applicable.  A  PBGC  regulation  (29  CFR  2622)  provides  that 
the  PBGC  shall  charge  interest  on  unpaid  employer  liability 
beginning  April  1,  1981,  at  the  rate  of  interest  charged  by  the 
IRS  on  delinquent  tax  payments. 


Amounts  Due  from  Employer  Liability 

(Dollars  in  thousands)  September  30, 

1984  1983 


By  agreement 

$  5,035 

$12,491 

Interest  due  from  agreements 

90 

5,125 

81 

Subtotal 

12,572 

Estimated  future  settlements: 

Trusteed  plans 

40,127 

25,439 

Terminated  plans  pending 

trusteeship 

4,992 

15,023 

Interest  due  from  estimated  future 

settlements 

20,796 

1 1 ,977 

Subtotal 

65,915 

52,439 

Amounts  due  from  employer 

liability 

$71,040 

$65,011 

In  addition  to  the  above  amounts  there  are  agreements 
between  the  PBGC  and  employers  that  provide  for  contingent 
payments  based  on  future  profits  of  the  debtors.  Any  such 
future  amounts  will  be  reported  as  investment  income  in  the 
period  in  which  received  or  in  periods  in  which  such  profits 
are  reported  by  the  debtor  (see  Note  17  for  a  discussion  of  the 
employer  liability  legal  issue,  p.  41). 


Note  8  —  Present  Value  of  Guaranteed  Future  Benefits 

Trusteed  Plans  or  Terminated  Plans  Pending  Trusteeship: 
The  reserve  for  present  value  of  guaranteed  future  benefits  is 
computed  using  the  actuarial  assumptions  prescribed  in  the 
PBGC's  Valuation  of  Plan  Benefits  Regulation  (29  CFR  2619). 
It  is  computed  as  of  the  end  of  the  PBGC's  fiscal  year  and  is 
based  upon  the  assumptions  used  for  a  plan  that  terminates  on 
that  date  without  sufficient  assets  to  discharge  its  guaranteed 
benefits. 
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A  significant  portion  of  the  reserve  is  based  upon 
estimated  liability  because,  in  many  cases,  a  final  benefit 
determination  has  not  yet  been  made  by  the  PBGC.  Changes  in 
these  estimates  are  reflected  in  the  fiscal  year  that  the  benefits 
are  actuarially  determined  or  reestimated  by  the  PBGC.  For 
fiscal  year-end  values,  the  estimation  technique  gives  effect  to 
changes  in  interest  rates  assumed,  benefit  payout  subsequent  to 
the  valuation  date,  mortality,  interest  accumulation  on  liabilities, 
and  changes  in  available  data. 

In  FY  1984,  the  reserve  was  calculated  on  an  individual 
participant  basis  for  virtually  all  plans  with  final  benefits 
determined  and  paid  directly  by  the  PBGC. 

A  significant  actuarial  assumption  is  the  change  in  the  rate 
of  interest.  The  rate  changed  for  participants  in  pay  status  from 
9.50  percent  as  of  September  30,  1983,  to  10.50  percent  as  of 
September  30,  1984.  Comparable  changes  were  made  in  the 
rates  used  to  value  deferred  annuities.  The  rate  used  for  the 
year-ended  September  30,  1984,  was  the  rate  used  in  valuing 
plans  terminating  in  September  1984  (see  the  Actuarial  Report, 
p.  43). 


Plans  Pending  Termination:  This  portion  of  the  reserve 
includes  (1)  estimates  of  the  present  value  of  guaranteed  future 
benefits  of  specific  large  plans  that  terminated  subsequent  to  the 
Corporation's  fiscal  year-end,  or  that  are  expected  to  terminate 
in  the  foreseeable  future,  and  where  there  has  been  a  specific 
identifiable  event  by  the  Corporation's  year-end  and  (2)  certain 
probable  net  losses  from  small  plan  terminations  that  the 
PBGC  did  not  have  specific  knowledge  of  as  of  the  date  the 
Financial  Statements  were  prepared.  For  FY  1984,  no  potential 
large  single-employer  plan  terminations  were  identified,  and  the 
probable  losses  for  small  single-employer  plans  were 
determined  to  be  immaterial. 

There  continues  to  be  a  number  of  other  potential  large 
plan  terminations  in  situations  that  plan  sponsors  are 
experiencing  financial  difficulties.  The  PBGC's  liability,  should 
any  of  these  plans  terminate,  likely  would  be  less  than  the 
individual  plan's  unfunded  vested  benefit  liability  because 
frequently  the  PBGC  guaranteed  benefits  are  less  than  such 
unfunded  vested  benefit  liability,  and  the  PBGC  has  certain 
recovery  rights  from  plan  sponsors. 


Analysis  of  the  Reserve  for  Present  Value  of  Guaranteed  Future  Benefits 
for  the  Year  Ended  September  30,  1984 


(Dollars  in  millions) 


Single-Employer 
9/30/84 


Multiemployer 
9/30/84 


Total 
9/30/84 


C 

MS! 
1 

lb 
.J 


Actuarial  charges  (credits): 

Expected  interest 

and  effect  of 

experience  results 
Change  in  interest  rate 

used  to  value  benefits 
Change  in  data 

and  methods 

Total  actuarial  charges 
(credits)  per  Statement 
of  Operations  and 
changes  in  Equity 

Increase  during  year 
attributable  to  net 
benefits  guaranteed 

Benefits  paid 

Net  increase  (decrease) 
Balance  at  beginning  of  year 

Balance  at  end  of  year 


$185.8 
(159.8) 
(  49.2) 


(23.2) 


$2.0 

$187.8 

(1.1) 

(160.9) 

0.2 

(  49.0) 

1.1 


(22.1) 


119.1 

(0.5) 

118.6 

(169.3) 

(3.6) 

(172.9) 

(73.4) 

(3.0) 

(76.4) 

1,570.0 

25.0 

1,595.0 

$1,496.6 

$22.0 

$1,518.6 
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Some  substantial  plans  have  significant  unfunded 
guaranteed  benefits  and  limited  net  worth  which  would  prohibit 
the  full  collection  of  employer  liability,  potentially  providing 
some  sponsors  with  a  financial  incentive  to  terminate.  No 
provision  has  been  made  in  the  Financial  Statements  for  such 
possible  PBGC  liabilities,  that  could  result  from  terminations 
of  such  plans,  since  the  likelihood  of  these  liabilities 
eventuating  is  uncertain  and  cannot  be  estimated  with  sufficient 
reliability. 


Note  9  —  Reserve  for  Estimated  Future  Financial 
Assistance 

The  reserve  for  estimated  future  financial  assistance  is  the 
expected  nonrecoverable  future  payments  to  be  made  by  the 
PBGC  for  multiemployer  plans  that  have  notified  the  PBGC 
that  they  are  currently  experiencing  financial  difficulties. 

The  reserve  is  the  difference  between  the  present  value  of 
guaranteed  future  benefits  less  the  market  value  of  plan  assets 
of  those  plans  that  will  require  future  financial  assistance.  The 
plan  assets  include  both  the  plan  assets  as  of  September  30, 
1984,  and  additional  amounts  expected  to  be  paid  by  plan 
sponsors. 


The  MPPAA  revised  the  multiemployer  premium 
schedule.   The  following  table  details  the  premium  rate 
revision: 


Multiemployer  Premium  Schedule 


Plan  Years  Commencing 

9/27/80  -  9/26/84 
9/27/84  -  9/26/86 
9/27/86  -  9/26/88 
9/27/88  and  after 

See  page  9  fur  a  discussion  aj  the  need  for 


Premium  Rate 

$1.40 
1.80 
2.20 
2.60 


ngle-emplayer  premium  increase. 


Note  11  —  Accounts  Payable  and  Accrued  Expenses 

Accrued  expenses  and  other  liabilities  reported  in  the 
accompanying  Statements  of  Financial  Condition  are  itemized 
in  the  following  table: 


Note  10  —  Premium  Income 

Plans  are  required  to  pay  premiums  by  the  end  of  the  sev- 
enth full  month  after  the  beginning  of  the  plan  year.  As  a 
result,  a  receivable  for  premium  income  earned  but  not 
received  by  year-end  is  normally  associated  with  plan  years 
that  begin  between  March  2  and  September  30.  Unearned 
premium  income  is  normally  recorded  for  plan  years  beginning 
between  October  2  and  March  1 ,  and  reflects  the  amounts  that 
have  been  received  but  not  yet  earned. 

ERISA  provides  that  the  PBGC  shall  not  cease  to  guaran- 
tee basic  benefits  because  of  the  failure  of  a  plan  administrator 
to  pay  any  premium  when  due.  The  PBGC,  as  authorized  by 
ERISA,  assesses  a  substantial  penalty  for  late  payment.  In 
addition,  interest  is  chargeable  for  underpayment,  non- 
payment, or  late  payment  of  premiums.  All  of  these  items,  less 
refunds,  are  included  in  premium  income. 


Accounts  Payable  and  Accrued  Expenses 

(Dollars  in  thousands)  September  30, 

1984  1983 

Due  for  purchase  of  securities               $7,179  $19,924 

Annual  leave                                              946  1 ,026 

Accrued  expenses                                   4,574  2,137 

Accounts  payable  and 

accrued  expenses                         $12,699  $23,087 


No  accrual  of  accumulated  unused  sick  leave  is  recorded 
since  employees  do  not  have  a  formal  vested  interest  in  such 
leave  until  they  reach  retirement  age.  In  such  cases,  the  vested 
interest  pertains  to  retirement  benefits  payable  under  the  Civil 
Service  Retirement  System.  No  amounts  are  paid  unless  sick 
leave  is  used. 
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Note  12  —  Investment  and  Other  Income 

Investment  and  other  income  reported  in  the  accompanying 
Statements  of  Operations  and  Changes  in  Equity  are  itemized  in 
the  following  table: 


assumed  less  related  plan  assets  and  employer  liability.  The 
following  table  details  the  components  comprising  the  losses: 


t 

••■:: 
re 
I 


Investment  and  Other  Income 

(Dollars  in  thousands) 


September  30, 
1984  1983 


Interest,  dividends,  and  other 

income 

$77,538 

$  62,557 

Interest  income  from  amounts 

due  from  employer  liability 

and  contributions  due  from 

employers 

3,868 

17,029 

Interest  income  from  financial 

assistance 

178 

100 

Realized  and  unrealized  gains 

and  losses 

(48,534) 

115,422 

Investment  and  other 

income 

$33,050 

$195,108 

Note  13  —  Losses  (Gains)  from  Plans  Terminated  and 
Pending  Termination 

Amounts  reported  as  losses  represent  the  difference 
between  the  present  value  of  guaranteed  future  benefits 


Losses  (Gains)  from  Plans  Terminated  and  Pending 
Termination 


(Dollars  in  thousands) 


Present  value  of  guaranteed 

benefits  assumed 
Less  —  plan  assets  acquired 
Plan  asset  insufficiency 
Less  —  estimated  recoveries 

from  employers 

Subtotal 

Changes  in  provision  from 
pending  terminations 

Losses  (gains)  from  plans 
terminated  and  pending 
termination 


September  30, 

1984 

1983 

$118,633 

$405,891 

69,096 

202,824 

49,537 

203,067 

8,180 

(5,665) 

41,357 


208,732 


(41,000) 


$41,357  $167,732 


Note  14  —  Losses  from  Financial  Assistance 

Included  in  these  losses  are  provisions  for  estimated  future 
financial  assistance  and  the  write-off  of  current  financial 
assistance. 

Plans  experiencing  financial  difficulty  are  required  to 
notify  the  PBGC.  The  financial  condition  of  the  plans  are  ana- 
lyzed and  those  plans  that  will  require  future  financial 
assistance  are  identified.  If  the  losses  of  the  plans  requiring 
future  financial  assistance  are  both  probable  and  estimable,  the 
loss  is  recorded. 

Plans  presently  receiving  financial  assistance  are  analyzed 
to  determine  if  the  advances  are  recoverable.  If  the  advances 
are  deemed  uncollectible,  a  loss  is  recorded. 
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Note  15  —  Depreciation 

The  accompanying  table  shows  furniture  and  equipment 
and  related  accumulated  depreciation: 


Furniture  and  Equipment  —  Net 

(Dollars  in  thousands) 


Furniture  and  equipment  at  cost 
Accumulated  depreciation 

Furniture  and  equipment 


net 


September  30, 

1984 

1983 

$3,645 

$1,555 

(1,405) 

(927) 

$2,240 

$    628 

Furniture  and  equipment  increased  primarily  due  to  the 
purchase  of  an  IBM  computer  system. 


Note  16  —  Financing 

ERISA  requires  that  the  PBGC  programs  be  self-financing. 
The  PBGC's  operations  are  financed  through  premiums  col- 
lected from  ongoing  covered  plans,  investment  income,  assets 
acquired  from  terminated  plans,  and  the  collection  of  employer 
liability  payments  due  under  ERISA  as  amended.  In  addition, 
the  PBGC  may  borrow  up  to  $100  million  from  the  Treasury  to 
finance  its  operations.  No  debt  was  outstanding  in  connection 
with  this  borrowing  authority  as  of  the  years  ended  September 
30,  1984,   and  September  30,  1983.  Use  of  this  borrowing 
authority  is  not  currently  planned.  ERISA  provides  that  the 
U.S.  Government  is  not  liable  for  any  obligation  or  liability 
incurred  by  the  PBGC. 


Note  17  —  Litigation 

Litigation  that  may  have  significant  financial  implications 
for  the  PBGC  is  currently  pending.  The  following  issues  are 
involved: 


B.  Whether  a  seller  of  a  business  can  avoid  employer  lia- 
bility by  transferring  all  responsibility  for  unfunded 
guaranteed  benefits  in  the  business's  pension  plan  to  a 
buyer  that  had  no  reasonable  chance  of  continuing  the 
business  or  funding  the  plan,  or  whether  such  a  trans- 
fer is  a  sham  transaction  for  purposes  of  Title  IV  of 
ERISA. 

C.  Whether  ERISAs  benefit  limitation  rules  require  the 
phase-in  of  increased  guarantees  based  on  vesting 
improvements  mandated  by  the  enactment  of  ERISA. 
A  U.S.  court  of  appeals  held  that  the  PBGC  has  not 
previously  established  sufficient  justification  to  phase- 
in  the  guarantees.  The  court  remanded  the  case  to  pro- 
vide the  PBGC  an  opportunity  to  demonstrate  that  its 
decision  was  based  on  reasonable  consideration  of  the 
financial  burden  associated  with  guaranteeing  benefits 
that  vested  as  a  result  of  plan  adoption  of  ERISA  man- 
dated vesting  provisions. 

D.  Whether  the  rates  established  by  the  PBGC  to  value 
benefits  under  the  Valuation  of  Benefits  regulation  are 
unreasonably  low  and  should  be  based  on  projected 
investment  returns  rather  than  on  insurance  company 
prices  for  annuities. 

E.  Whether  the  PBGC  may  recoup  amounts  exceeding 
guaranteed  benefit  levels  that  were  paid  to  participants 
after  the  date  of  plan  termination.  A  U.S.  district  court 
has  decided  that  the  PBGC  may  recoup  monies  owed 
to  it  as  result  of  overpayments.  The  decision  is  on 
appeal. 

F.  Whether  the  full  amount  of  pension  plan  claims  for 
unpaid  contributions  attributable  to  the  180  day  period 
prior  to  the  filing  of  a  Chapter  11  petition  or  to  the 
period  after  the  filing  of  a  Chapter  11  petition  are  enti- 
tled to  priority,  or  whether  only  the  portion  of  those 
claims  attributable  to  normal  cost  is  entitled  to  priority. 


Whether  the  net  worth  of  a  Chapter  11  debtor  should 
reflect  the  projected  reorganization  value  of  debts  that, 
it  appears,  will  not  be  paid  in  full  upon  reorganization. 
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G.  Whether  debtors  may  use  the  device  of  rejection  of  an 
executory  contract  as  a  means  of  reducing  the  priority 
of  a  pension  plan  claim  for  unpaid  contributions 
attributable  to  the  period  after  the  filing  of  a  Chapter  11 
petition. 

H.  Whether  a  parent  business  is  jointly  and  severally  lia- 
ble for  the  underfunding  of  a  plan  regardless  of 
whether  the  parent  benefited  from  its  ownership  of  the 
subsidiary,  where  the  parent  purchased  the  plan  spon- 
sor prior  to  the  date  of  enactment  of  ERISA. 

I.  Whether  certain  individuals  or  groups  of  individuals 
were  wrongly  denied  benefits  by  the  PBGC.  Actions 
are  now  pending  in  several  courts. 

J.    Whether  multiemployer  premiums  should  be  returned 
because  Title  IV's  Multiemployer  Program  violates  the 
U.S.  Constitution.  Two  complaints  have  been  filed 
challenging  the  constitutionality  of  the  Multiemployer 
Program  as  originally  created  by  ERISA.  Both  com- 
plaints were  later  amended  to  also  challenge  the  Mul- 
tiemployer Program  as  amended  by  the  Multiemployer 
Pension  Plan  Amendments  Act  of  1980  (new  program). 
The  district  courts  have  ruled  in  favor  of  the  PBGC  in 
both  cases,  but  plaintiffs  may  yet  appeal.  A  final 
adverse  ruling  on  the  constitutionality  of  either  pro- 
gram could  require  the  return  of  premiums  previously 
paid  to  the  PBGC  and  lead  to  similar  actions  by  other 
plans.  A  final  adverse  opinion  on  the  constitutionality 
of  the  new  program  could  also  prohibit  future  premium 


collections  with  respect  to  multiemployer  plans.  Such 
an  adverse  ruling  would  greatly  limit  the  sources  of 
funds  available  to  meet  the  PBGC's  liability  for  benefit 
obligations  under  the  Multiemployer  Program. 

K.  Whether  the  withdrawal  liability  provisions  of  the  Multi- 
employer Pension  Plan  Amendments  Act  of  1980  vio- 
late the  U.S.  Constitution.  More  than  150  actions  have 
been  initiated  in  U.S.  district  courts.  With  regard  to  the 
constitutionality  of  the  five-month  retroactive  period, 
the  U.S.  Supreme  Court  has  sustained  its  constitution- 
ality. With  regard  to  the  prospective  application  of  the 
statute,  30  district  courts  and  five  courts  of  appeals 
have  sustained  its  constitutionality.  The  U.S.  Supreme 
Court  has  declined  to  review  several  of  these  cases. 
Further  Supreme  Court  review  is  considered  unlikely. 
One  court  of  appeals  has  found  unconstitutional  the 
statutory  presumption  of  correctness  of  a  plan  spon- 
sor's withdrawal  liability  determinations.  If  sustained, 
this  would  make  collection  of  withdrawal  liability  more 
difficult,  potentially  increasing  risks  to  the  insurance 
systems.  The  PBGC  has  intervened  and  the  court  has 
vacated  and  has  agreed  to  reconsider  that  decision. 


Note  18  —  Commitments  and  Contingencies 

The  PBGC  leases  its  office  facility  under  an  agreement 
expiring  on  December  31,  1994.  Annual  payments  during  the 
period  October  1.  1984,  to  December  31.  1994,  are  expected  to 
average  $2,522,000. 


42 


Investments  of  Terminated  Plans  Pending  Trusteeship 

(Dollars  in  thousands) 

Basis 


1984 


September  30, 


Market 
Value 


1983 


Basis 


Market 
Value 


Assets 


Investments : 
U.S.  Government  and 

Government-guaranteed 

securities 
Common  stock  and  other  equity 

securities 
Commercial  paper, 

certificates  of  deposit,  and 

other  short-term  investments 
Corporate  bonds 
Insurance  contracts 
Real  estate 
Mortgages 

Obligations  of  foreign  governments 
Accrued  investment  income 

Total  Investments 

Cash 

Contributions  due  from  employers 

Other  receivables 

Total  Assets 

Liabilities 

Investments  of  terminated  plans 
pending  trusteeship  —  net 


$10,077 

$9,615 

$32,172 

$31,719 

11,311 

1 1 ,477 

33,121 

35,951 

14,414 

14,414 

39,290 

39,290 

8,632 

8,730 

13,374 

13,539 

10,545 

8,479 

18,225 

18,499 

0 

0 

109 

112 

5,458 

4,687 

4,128 

3,526 

568 

517 

540 

549 

257 

257 

897 

897 

$61,262 

58,176 

$141,856 

144,082 

731 

646 

6,176 

19,334 

97 

54 

65,180 

164,116 

401 

174 

$64,779 


$163,942 
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Note  4  —  Provisions  Affecting  Multiemployer  Coverage 

MPPAA  requires  that  the  PBGC  will  provide  financial 
assistance  and  guaranteed  benefits  for  insolvent  multiemployer 
plans  after  September  26,  1980  (the  date  when  MPPAA  was 
signed  into  law),  thus  changing  the  insurable  event  from  plan 
termination  to  insolvency.  This  has  resulted  in  a  deferral  of  the 
PBGC's  involvement  in  these  plans  and  in  any  resulting  losses. 
Guaranteed  benefits  are  statutorily  limited  for  a  multiemployer 
plan  and  differ  from  the  statutorily  limited  guaranteed  benefits 
for  a  single-employer  plan.  Financially  troubled  multiemployer 
plans  are  allowed  to  reduce  their  benefits.  Insolvent  plans  must 
reduce  or  suspend  the  payment  of  non-basic  benefits  that 
exceed  the  resource  benefit  level.  However,  no  plan  may  reduce 
its  benefits  below  guaranteed  levels. 

The  PBGC  provides  financial  assistance  to  plans  in  accor- 
dance with  the  terms  of  the  statute.  If  plan  sponsors  of  an 
insolvent  plan  anticipate  that  the  plan  will  not  be  able  to  pay 
the  guaranteed  basic  benefits  for  any  month,  the  plan  sponsors 
may  apply  to  the  PBGC  for  financial  assistance. 

If  an  insolvent  plan's  basic  benefits  for  any  year  exceed  the 
resource  benefit  level,  the  plan  sponsors  must  apply  to  the 
PBGC  for  financial  assistance.  Through  September  30,  1984, 
only  two  plans  have  received  financial  assistance  from  the 
PBGC 

A  multiemployer  plan  can  terminate  only  if,  by  plan 
amendment,  it  either  freezes  the  accrual  and  vesting  of  benefits 
or  converts  to  a  defined  contribution  plan  or  if  every  employer 
withdraws  from  the  plan  or  ceases  to  have  an  obligation  to  con- 
tribute to  the  plan.  All  employers  who  completely  or  partially 
withdraw  from  a  multiemployer  plan  must  pay  their  share  of 
the  plan's  liability  for  unfunded  vested  benefits  by  continuing 
payments  to  the  plan.  The  amount  of  the  withdrawal  liability  is 
determined  by  using  one  of  several  allocation  methods 
described  in  the  statute  or  in  regulations  promulgated  by  the 
PBGC  (29  CFR  2642). 

Plans  that  terminate  by  mass  withdrawal  (complete  with- 
drawal by  every  employer)  may  be  trusteed  by  the  PBGC. 
However,  the  PBGC  is  not  required  to  advance  financial 
assistance  until  the  assets  become  insufficient  to  pay  basic 
guaranteed  benefits. 

In  FY  1984,  the  PBGC  did  not  identify  any  additional 
multiemployer  plans  that  would  require  future  financial 
assistance.  For  the  five  multiemployer  plans  that  were  identi- 
fied in  the  year  ended  September  30,  1983,  the  value  of  the 
future  financial  assistance  that  is  deemed  to  be  uncollectible 
increased  by  $0.4  million  to  $19.4  million.  This  amount  has 
been  charged  to  losses  for  the  year-ended  September  30,  1984. 


Note  5  —  Contributions  Due  from  Employers 

An  employer  is  liable  to  the  PBGC,  as  successor  trustee, 
for  contributions  due  and  unpaid  as  of  the  date  of  plan 
termination. 

The  amounts  shown  as  contributions  due  from  employers, 
after  considering  collectibility,  represent  the  total  of  estimated 
future  settlements  for  unpaid  contributions  and  amounts 
recoverable  by  formal  agreement,  including  interest. 

Contributions  due  from  employers  for  terminated  plans 
pending  trusteeship  are  included  in  the  account  Investments  not 
in  trusteeship,  at  market:  Terminated  plans  pending  trusteeship, 
net  (see  Note  3,  p. 34). 

The  following  table  details  the  amounts  for  contributions 
due  from  employers: 


Contributions  Due  from  Employers 

Trusteed  Plans 

(Dollars  in  thousands) 

September  30, 

1984 

1983 

By  agreement 

$551 

$531 

Interest  due  from  agreements 

22 

20 

Subtotal 

573 

551 

Estimated  future  settlements: 

Trusteed  plans 

48,711 

32,733 

Interest  due  from  estimated 

future  settlements 

1,799 

8,088 

Subtotal 

50,510 

40,821 

Contributions  due 

from  employers 

$51,083 

$41,372 
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Note  6  —  Other  Receivables 

The  Corporation's  other  receivable  items  for  revolving 
funds  and  trusteed  plans  are  shown  in  the  following  table: 


The  following  table  details  the  amounts  due  from  employer 
liability: 


Other  Receivables 

(Dollars  in  thousands) 


Due  from  disposal  of  securities 
Other 

Other  receivables 


September  30, 
1984  1983 


$  3,625 
9,058 

$12,683 


$14,596 
1,282 

$15,878 


Note  7  —  Employer  Liability 

An  employer  is  liable  to  the  PBGC  when  a  single- 
employer  plan  under  its  sponsorship  terminates  without  suffi- 
cient assets  to  pay  plan  benefits  guaranteed  by  the  PBGC.  The 
amount  of  this  liability  is  the  excess  of  the  present  value  of  the 
guaranteed  future  benefits  over  the  value  of  the  plan  assets; 
however,  the  liability  cannot  exceed  30  percent  of  the 
employer's  statutory  net  worth.  This  liability  is  measured  as  of 
the  date  of  the  plan's  termination.  The  employer's  net  worth 
may  be  measured  as  of  any  date  within  120  days  of  the  date  of 
termination. 

The  amounts  shown  as  due  from  employer  liability  repre- 
sent the  total  of  estimated  future  settlements  with  employers  for 
liability  pursuant  to  ERISA  plus  amounts  recoverable  by  formal 
agreement  deemed  to  be  collectible.  Estimated  future 
settlements  are  based  in  certain  instances  on  estimated  values  of 
(1)  plan  liabilities  for  present  value  of  guaranteed  future 
benefits,  (2)  plan  assets,  and/or  (3)  employer  net  worth,  if 
applicable.  A  PBGC  regulation  (29  CFR  2622)  provides  that 
the  PBGC  shall  charge  interest  on  unpaid  employer  liability 
beginning  April  1,  1981,  at  the  rate  of  interest  charged  by  the 
IRS  on  delinquent  tax  payments. 


Amounts  Due  from  Employer  Liability 

(Dollars  in  thousands)  September  30, 

1984  1983 


By  agreement 

$  5,035 

$12,491 

Interest  due  from  agreements 

90 

81 

Subtotal 

5,125 

12,572 

Estimated  future  settlements: 

Trusteed  plans 

40,127 

25,439 

Terminated  plans  pending 

trusteeship 

4,992 

15,023 

Interest  due  from  estimated  future 

settlements 

20,796 

11,977 

Subtotal 

65,915 

52,439 

Amounts  due  from  employer 

liability 

$71,040 

$65,011 

In  addition  to  the  above  amounts  there  are  agreements 
between  the  PBGC  and  employers  that  provide  for  contingent 
payments  based  on  future  profits  of  the  debtors.  Any  such 
future  amounts  will  be  reported  as  investment  income  in  the 
period  in  which  received  or  in  periods  in  which  such  profits 
are  reported  by  the  debtor  (see  Note  17  for  a  discussion  of  the 
employer  liability  legal  issue,  p.  41). 


Note  8  —  Present  Value  of  Guaranteed  Future  Benefits 

Trusteed  Plans  or  Terminated  Plans  Pending  Trusteeship: 
The  reserve  for  present  value  of  guaranteed  future  benefits  is 
computed  using  the  actuarial  assumptions  prescribed  in  the 
PBGC's  Valuation  of  Plan  Benefits  Regulation  (29  CFR  2619). 
It  is  computed  as  of  the  end  of  the  PBGC's  fiscal  year  and  is 
based  upon  the  assumptions  used  for  a  plan  that  terminates  on 
that  date  without  sufficient  assets  to  discharge  its  guaranteed 
benefits. 
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A  significant  portion  of  the  reserve  is  based  upon 
estimated  liability  because,  in  many  cases,  a  final  benefit 
determination  has  not  yet  been  made  by  the  PBGC.  Changes  in 
these  estimates  are  reflected  in  the  fiscal  year  that  the  benefits 
are  actuarially  determined  or  reestimated  by  the  PBGC.  For 
fiscal  year-end  values,  the  estimation  technique  gives  effect  to 
changes  in  interest  rates  assumed,  benefit  payout  subsequent  to 
the  valuation  date,  mortality,  interest  accumulation  on  liabilities, 
and  changes  in  available  data. 

In  FY  1984,  the  reserve  was  calculated  on  an  individual 
participant  basis  for  virtually  all  plans  with  final  benefits 
determined  and  paid  directly  by  the  PBGC. 

A  significant  actuarial  assumption  is  the  change  in  the  rate 
of  interest.  The  rate  changed  for  participants  in  pay  status  from 
9.50  percent  as  of  September  30,  1983,  to  10.50  percent  as  of 
September  30,  1984.  Comparable  changes  were  made  in  the 
rates  used  to  value  deferred  annuities.  The  rate  used  for  the 
year-ended  September  30,  1984,  was  the  rate  used  in  valuing 
plans  terminating  in  September  1984  (see  the  Actuarial  Report, 
p.  43). 


Plans  Pending  Termination:  This  portion  of  the  reserve 
includes  (1)  estimates  of  the  present  value  of  guaranteed  future 
benefits  of  specific  large  plans  that  terminated  subsequent  to  the 
Corporation's  fiscal  year-end,  or  that  are  expected  to  terminate 
in  the  foreseeable  future,  and  where  there  has  been  a  specific 
identifiable  event  by  the  Corporation's  year-end  and  (2)  certain 
probable  net  losses  from  small  plan  terminations  that  the 
PBGC  did  not  have  specific  knowledge  of  as  of  the  date  the 
Financial  Statements  were  prepared.  For  FY  1984,  no  potential 
large  single-employer  plan  terminations  were  identified,  and  the 
probable  losses  for  small  single-employer  plans  were 
determined  to  be  immaterial. 

There  continues  to  be  a  number  of  other  potential  large 
plan  terminations  in  situations  that  plan  sponsors  are 
experiencing  financial  difficulties.  The  PBGC's  liability,  should 
any  of  these  plans  terminate,  likely  would  be  less  than  the 
individual  plan's  unfunded  vested  benefit  liability  because 
frequently  the  PBGC  guaranteed  benefits  are  less  than  such 
unfunded  vested  benefit  liability,  and  the  PBGC  has  certain 
recovery  rights  from  plan  sponsors. 


Analysis  of  the  Reserve  for  Present  Value  of  Guaranteed  Future  Benefits 
for  the  Year  Ended  September  30,  1984 


(Dollars  in  millions) 


Single-Employer 

9/30/84 


Multiemployer 
9/30/84 


Total 

9/30/84 


in 
,j 


Actuarial  charges  (credits): 

Expected  interest 

and  effect  of 

experience  results 
Change  in  interest  rate 

used  to  value  benefits 
Change  in  data 

and  methods 


$185.8 
(159.8) 
(  49.2) 


$2.0 

$187.8 

(1.1) 

(160.9) 

0.2 

(  49.0) 

Total  actuarial  charges 
(credits)  per  Statement 
of  Operations  and 
changes  in  Equity 

Increase  during  year 
attributable  to  net 
benefits  guaranteed 

Benefits  paid 

Net  increase  (decrease) 
Balance  at  beginning  of  year 

Balance  at  end  of  year 


(23.2) 


119.1 
(169.3) 

(73.4) 
1,570.0 

$1,496.6 


1.1 


(22.1) 


(0.5) 

118.6 

(3.6) 

(172.9) 

(3.0) 

(76.4) 

25.0 

1,595.0 

$22.0 

$1,518.6 

38 


Some  substantial  plans  have  significant  unfunded 
guaranteed  benefits  and  limited  net  worth  which  would  prohibit 
the  full  collection  of  employer  liability,  potentially  providing 
some  sponsors  with  a  financial  incentive  to  terminate.  No 
provision  has  been  made  in  the  Financial  Statements  for  such 
possible  PBGC  liabilities,  that  could  result  from  terminations 
of  such  plans,  since  the  likelihood  of  these  liabilities 
eventuating  is  uncertain  and  cannot  be  estimated  with  sufficient 
reliability. 


Note  9  —  Reserve  for  Estimated  Future  Financial 
Assistance 

The  reserve  for  estimated  future  financial  assistance  is  the 
expected  nonrecoverable  future  payments  to  be  made  by  the 
PBGC  for  multiemployer  plans  that  have  notified  the  PBGC 
that  they  are  currently  experiencing  financial  difficulties. 

The  reserve  is  the  difference  between  the  present  value  of 
guaranteed  future  benefits  less  the  market  value  of  plan  assets 
of  those  plans  that  will  require  future  financial  assistance.  The 
plan  assets  include  both  the  plan  assets  as  of  September  30, 
1984,  and  additional  amounts  expected  to  be  paid  by  plan 
sponsors. 


The  MPPAA  revised  the  multiemployer  premium 
schedule.   The  following  table  details  the  premium  rate 
revision: 


Multiemployer  Premium  Schedule 


Plan  Years  Commencing 

9/27/80  -  9/26/84 
9/27/84  -  9/26/86 
9/27/86  -  9/26/88 
9/27/88  and  after 

See  puxe  9  for  a  discussion  of  the  need  for  a  single-employer  premium  increase 


Premium  Rate 

$1.40 
1.80 
2.20 
2.60 


Note  11  —  Accounts  Payable  and  Accrued  Expenses 

Accrued  expenses  and  other  liabilities  reported  in  the 
accompanying  Statements  of  Financial  Condition  are  itemized 
in  the  following  table: 


Note  10  —  Premium  Income 

Plans  are  required  to  pay  premiums  by  the  end  of  the  sev- 
enth full  month  after  the  beginning  of  the  plan  year.  As  a 
result,  a  receivable  for  premium  income  earned  but  not 
received  by  year-end  is  normally  associated  with  plan  years 
that  begin  between  March  2  and  September  30.  Unearned 
premium  income  is  normally  recorded  for  plan  years  beginning 
between  October  2  and  March  1 ,  and  reflects  the  amounts  that 
have  been  received  but  not  yet  earned. 

ERISA  provides  that  the  PBGC  shall  not  cease  to  guaran- 
tee basic  benefits  because  of  the  failure  of  a  plan  administrator 
to  pay  any  premium  when  due.  The  PBGC,  as  authorized  by 
ERISA,  assesses  a  substantial  penalty  for  late  payment.  In 
addition,  interest  is  chargeable  for  underpayment,  non- 
payment, or  late  payment  of  premiums.  All  of  these  items,  less 
refunds,  are  included  in  premium  income. 


Accounts  Payable  and  Accrued  Expenses 

(Dollars  in  thousands)  September  30, 

1984  1983 

Due  for  purchase  of  securities               $7,179  $19,924 

Annual  leave                                              946  1,026 

Accrued  expenses                                   4,574  2,137 

Accounts  payable  and 

accrued  expenses                         $12,699  $23,087 


No  accrual  of  accumulated  unused  sick  leave  is  recorded 
since  employees  do  not  have  a  formal  vested  interest  in  such 
leave  until  they  reach  retirement  age.  In  such  cases,  the  vested 
interest  pertains  to  retirement  benefits  payable  under  the  Civil 
Service  Retirement  System.  No  amounts  are  paid  unless  sick 
leave  is  used. 
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Note  12  —  Investment  and  Other  Income 

Investment  and  other  income  reported  in  the  accompanying 
Statements  of  Operations  and  Changes  in  Equity  are  itemized  in 
the  following  table: 


assumed  less  related  plan  assets  and  employer  liability.  The 
following  table  details  the  components  comprising  the  losses: 


Investment  and  Other  Income 

(Dollars  in  thousands) 


September  30, 
1984  1983 


Interest,  dividends,  and  other 

income 

$77,538 

$  62,557 

Interest  income  from  amounts 

due  from  employer  liability 

and  contributions  due  from 

employers 

3,868 

17,029 

Interest  income  from  financial 

assistance 

178 

100 

Realized  and  unrealized  gains 

and  losses 

(48,534) 

115,422 

Investment  and  other 

income 

$33,050 

$195,108 

Note  13  —  Losses  (Gains)  from  Plans  Terminated  and 
Pending  Termination 

Amounts  reported  as  losses  represent  the  difference 
between  the  present  value  of  guaranteed  future  benefits 


Losses  (Gains)  from  Plans  Terminated  and  Pending 
Termination 


(Dollars  in  thousands) 


Present  value  of  guaranteed 

benefits  assumed 
Less  —  plan  assets  acquired 
Plan  asset  insufficiency 
Less  —  estimated  recoveries 

from  employers 

Subtotal 

Changes  in  provision  from 
pending  terminations 
Losses  (gains)  from  plans 
terminated  and  pending 
termination 


September  30, 

1984 

1983 

$118,633 

$405,891 

69,096 

202,824 

49,537 

203,067 

8,180 

(5,665) 

41,357 


208,732 


(41,000) 


$41,357  $167,732 


Note  14  —  Losses  from  Financial  Assistance 

Included  in  these  losses  are  provisions  for  estimated  future 
financial  assistance  and  the  write-off  of  current  financial 
assistance. 

Plans  experiencing  financial  difficulty  are  required  to 
notify  the  PBGC.  The  financial  condition  of  the  plans  are  ana- 
lyzed and  those  plans  that  will  require  future  financial 
assistance  are  identified.  If  the  losses  of  the  plans  requiring 
future  financial  assistance  are  both  probable  and  estimable,  the 
loss  is  recorded. 

Plans  presently  receiving  financial  assistance  are  analyzed 
to  determine  if  the  advances  are  recoverable.  If  the  advances 
are  deemed  uncollectible,  a  loss  is  recorded. 
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Note  15  —  Depreciation 

The  accompanying  table  shows  furniture  and  equipment 
and  related  accumulated  depreciation: 


Furniture  and  Equipment  —  Net 

(Dollars  in  thousands) 


Furniture  and  equipment  at  cost 
Accumulated  depreciation 

Furniture  and  equipment  —  net 


September  30, 

1984 

1983 

$3,645 

$1,555 

(1,405) 

(927) 

$2,240 

$    628 

Furniture  and  equipment  increased  primarily  due  to  the 
purchase  of  an  IBM  computer  system. 


Note  16  —  Financing 

ERISA  requires  that  the  PBGC  programs  be  self-financing. 
The  PBGC's  operations  are  financed  through  premiums  col- 
lected from  ongoing  covered  plans,  investment  income,  assets 
acquired  from  terminated  plans,  and  the  collection  of  employer 
liability  payments  due  under  ERISA  as  amended.  In  addition, 
the  PBGC  may  borrow  up  to  $100  million  from  the  Treasury  to 
finance  its  operations.  No  debt  was  outstanding  in  connection 
with  this  borrowing  authority  as  of  the  years  ended  September 
30,  1984,   and  September  30,  1983.  Use  of  this  borrowing 
authority  is  not  currently  planned.  ERISA  provides  that  the 
U.S.  Government  is  not  liable  for  any  obligation  or  liability 
incurred  by  the  PBGC. 


Note  17  —  Litigation 

Litigation  that  may  have  significant  financial  implications 
for  the  PBGC  is  currently  pending.  The  following  issues  are 
involved: 


B.  Whether  a  seller  of  a  business  can  avoid  employer  lia- 
bility by  transferring  all  responsibility  for  unfunded 
guaranteed  benefits  in  the  business's  pension  plan  to  a 
buyer  that  had  no  reasonable  chance  of  continuing  the 
business  or  funding  the  plan,  or  whether  such  a  trans- 
fer is  a  sham  transaction  for  purposes  of  Title  IV  of 
ERISA. 

C    Whether  ERISAs  benefit  limitation  rules  require  the 
phase-in  of  increased  guarantees  based  on  vesting 
improvements  mandated  by  the  enactment  of  ERISA. 
A  U.S.  court  of  appeals  held  that  the  PBGC  has  not 
previously  established  sufficient  justification  to  phase- 
in  the  guarantees.  The  court  remanded  the  case  to  pro- 
vide the  PBGC  an  opportunity  to  demonstrate  that  its 
decision  was  based  on  reasonable  consideration  of  the 
financial  burden  associated  with  guaranteeing  benefits 
that  vested  as  a  result  of  plan  adoption  of  ERISA  man- 
dated vesting  provisions. 

D.  Whether  the  rates  established  by  the  PBGC  to  value 
benefits  under  the  Valuation  of  Benefits  regulation  are 
unreasonably  low  and  should  be  based  on  projected 
investment  returns  rather  than  on  insurance  company 
prices  for  annuities. 

E.  Whether  the  PBGC  may  recoup  amounts  exceeding 
guaranteed  benefit  levels  that  were  paid  to  participants 
after  the  date  of  plan  termination.  A  U.S.  district  court 
has  decided  that  the  PBGC  may  recoup  monies  owed 
to  it  as  result  of  overpayments.  The  decision  is  on 
appeal. 

F.  Whether  the  full  amount  of  pension  plan  claims  for 
unpaid  contributions  attributable  to  the  180  day  period 
prior  to  the  filing  of  a  Chapter  11  petition  or  to  the 
period  after  the  filing  of  a  Chapter  11  petition  are  enti- 
tled to  priority,  or  whether  only  the  portion  of  those 
claims  attributable  to  normal  cost  is  entitled  to  priority. 


Whether  the  net  worth  of  a  Chapter  11  debtor  should 
reflect  the  projected  reorganization  value  of  debts  that, 
it  appears,  will  not  be  paid  in  full  upon  reorganization. 
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G.  Whether  debtors  may  use  the  device  of  rejection  of  an 
executory  contract  as  a  means  of  reducing  the  priority 
of  a  pension  plan  claim  for  unpaid  contributions 
attributable  to  the  period  after  the  filing  of  a  Chapter  11 
petition. 

H.  Whether  a  parent  business  is  jointly  and  severally  lia- 
ble for  the  underfunding  of  a  plan  regardless  of 
whether  the  parent  benefited  from  its  ownership  of  the 
subsidiary,  where  the  parent  purchased  the  plan  spon- 
sor prior  to  the  date  of  enactment  of  ERISA. 

I.  Whether  certain  individuals  or  groups  of  individuals 
were  wrongly  denied  benefits  by  the  PBGC.  Actions 
are  now  pending  in  several  courts. 

J.     Whether  multiemployer  premiums  should  be  returned 
because  Title  IV's  Multiemployer  Program  violates  the 
U.S.  Constitution.  Two  complaints  have  been  filed 
challenging  the  constitutionality  of  the  Multiemployer 
Program  as  originally  created  by  ERISA.  Both  com- 
plaints were  later  amended  to  also  challenge  the  Mul- 
tiemployer Program  as  amended  by  the  Multiemployer 
Pension  Plan  Amendments  Act  of  1980  (new  program). 
The  district  courts  have  ruled  in  favor  of  the  PBGC  in 
both  cases,  but  plaintiffs  may  yet  appeal.  A  final 
adverse  ruling  on  the  constitutionality  of  either  pro- 
gram could  require  the  return  of  premiums  previously 
paid  to  the  PBGC  and  lead  to  similar  actions  by  other 
plans.  A  final  adverse  opinion  on  the  constitutionality 
of  the  new  program  could  also  prohibit  future  premium 


collections  with  respect  to  multiemployer  plans.  Such 
an  adverse  ruling  would  greatly  limit  the  sources  of 
funds  available  to  meet  the  PBGC's  liability  for  benefit 
obligations  under  the  Multiemployer  Program. 

K.  Whether  the  withdrawal  liability  provisions  of  the  Multi- 
employer Pension  Plan  Amendments  Act  of  1980  vio- 
late the  U.S.  Constitution.  More  than  150  actions  have 
been  initiated  in  U.S.  district  courts.  With  regard  to  the 
constitutionality  of  the  five-month  retroactive  period, 
the  U.S.  Supreme  Court  has  sustained  its  constitution- 
ality. With  regard  to  the  prospective  application  of  the 
statute,  30  district  courts  and  five  courts  of  appeals 
have  sustained  its  constitutionality.  The  U.S.  Supreme 
Court  has  declined  to  review  several  of  these  cases. 
Further  Supreme  Court  review  is  considered  unlikely. 
One  court  of  appeals  has  found  unconstitutional  the 
statutory  presumption  of  correctness  of  a  plan  spon- 
sor's withdrawal  liability  determinations.  If  sustained, 
this  would  make  collection  of  withdrawal  liability  more 
difficult,  potentially  increasing  risks  to  the  insurance 
systems.  The  PBGC  has  intervened  and  the  court  has 
vacated  and  has  agreed  to  reconsider  that  decision. 


Note  18  —  Commitments  and  Contingencies 

The  PBGC  leases  its  office  facility  under  an  agreement 
expiring  on  December  31,  1994.  Annual  payments  during  the 
period  October  1.  1984.  to  December  31.  1994,  are  expected  to 
average  $2,522,000. 
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•  The  number  of  participants  will  grow  at  the  pre-FY 
1984  rate  of  1 . 1  million  per  year. 

These  assumptions  resulted  in  a  projected  deficit  of 
$1,134  million  on  September  30,  1989. 

Table  XII. C  shows  the  PBGC's  projected  financial 
condition  under  the  alternate  scenario  for  fiscal  years  1985 
through  1989. 

In  the  second  scenario,  the  following  different  assump- 
tions were  made: 

•  The  PBGC  experience  from  FY  1975  through  FY  1984 
was  used  in  order  to  develop  a  trend  line  and  FY  1982 
through  FY  1984  were  not  treated  as  atypical  years. 

•  Participants  will  grow  in  number  (as  in  the  base-line 
scenario)  through  FY  1987,  but  only  at  one-half  the  rate 
thereafter. 

These  assumptions  resulted  in  a  projected  deficit  of 
$1,533  million  on  September  30,  1989.  Table  XII.  D  shows 


the  PBGC's  projected  financial  condition  under  the  alternate 
scenario  for  fiscal  years  1985  through  1989. 


Statement  of  Actuarial  Opinion 

It  is  my  opinion  that  ( 1 )  the  techniques  and  methodology 
used  herein  for  evaluating  the  Corporation's  actuarial  liability 
for  the  single-employer  and  multiemployer  programs  are 
generally  accepted  within  the  actuarial  profession  and  (2)  the 
assumptions  used  and  the  resulting  liability  totals  are,  in  the 
aggregate,  reasonable  for  the  purpose  of  evaluating  the  finan- 
cial and  actuarial  status  of  the  trust  and  revolving  funds,  taking 
into  consideration  the  experience,  expectations,  and 
methodologies  described  herein. 


Vincent  Amoroso, 

Fellow  of  the  Society  of  Actuaries, 

Member  of  the  American  Academy  of  Actuaries, 

Chief  Actuary,  PBGC 


Table  XII.  B:  Five- Year  Forecast  for  the  Single-Employer  Program 
(at  the  current  $2.60  premium) 


Fiscal  Year 

1984  (Actual) 

1985 

1986 

1987 

1988 

1989 


Balance  as  of  September  30 

(Dollars  in  millions) 

Liabilities 

Assets 

$1,525 

$1,063 

1,738 

1,155 

1,970 

1,249 

2,220 

1,339 

2,491 

1,425 

2,775 

1,498 

Deficit 

$    462 

583 

721 

881 

1,066 

1,277 
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Table  XII.  C:  Five- Year  Forecast  for  the  Single-Employer  Program 
(at  the  current  $2.60  premium) 


Fiscal  Year 

1984  (Actual) 

1985 

1986 

1987 

1988 

1989 


Balance  as  of  September 
(Dollars  in  millions) 

30 

Liabilities 

Assets 

$1,525 
1,703 
1,899 
2,115 
2,350 
2,600 

$1,063 
1,141 
1,224 
1,308 
1,391 
1,466 

Deficit 

$  462 
562 
675 
807 
959 
1,134 


Table  XII.  D:  Five- Year  Forecast  for  the  Single-Employer  Program 
(at  the  current  $2.60  premium) 


L 

i  : 

r 


Fiscal  Year 

1984  (Actual) 

1985 

1986 

1987 

1988 

1989 


Balance  as  of 

September 

30 

(Dollars  ir 

millions) 

Liabilities 

Assets 

$1,525 

$1,063 

1,797 

1,182 

2,098 

1,305 

2,427 

1,424 

2,785 

1,537 

3,168 

1,635 

Deficit 

$    462 

615 

793 

1,003 

1,248 

1,533 
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Appendices 


Appendix  XII-Aa:  Portion  of  Reserve  Calculated  on  an  Individual  Participant  Basis 

(Dollars  in  millions) 


Recipient 
Class 

Pay-Status 

Deterred 

Other 

Total 

*  Uss  ikon  $50,000 


Single 

-Employer 

Benefit 

Recipients 

Liability 

22,957 

$265.4 

10,251 

48.1 

2,893 

32.1 

36,101 

$345.6 

Multiemployer 


Benefit 
Recipients 

3,160 
50 


3,218 


Liability 

$20.3 
0.2 


$20.6 


Appendix  XII-Ab:  Individual  Participant  Valuation  Liability  for  Pay-Status  Recipients 

(Dollars  in  millions) 


Attained  Age 

Under  50 
50-  54 
55  -  59 
60-  64 
65  -69 
70-  74 
75  -  79 
80  -  84 
85  -  89 
Over  89 

Total 

*  Less  lhan  $50,000 


Single-Employer 
Recipients  Liability 


226 

$  3.8 

351 

8.1 

1,240 

23.3 

3,748 

55.2 

5,763 

71.9 

5,827 

62.2 

3,428 

28.4 

1,588 

9.3 

576 

2.5 

210 

0.7 

22,957 

$265.4 

Multiemployer 
Recipients  Liability 


1 

$      * 

1 

* 

47 

1.0 

151 

2.9 

460 

5.1 

476 

4.4 

745 

3.6 

687 

2.2 

406 

1.0 

186 

0.3 

3,160 


$20.3 
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Appendix  XII-Ac:  Individual  Participant  Valuation  Liability  for  Deferred-Status  Recipients 

(Dollars  in  millions) 


Single-Employer 
Recipients  Liability 


Attained  Age 

Under  40 

40- 

44 

45- 

49 

50- 

54 

55  - 

59 

60- 

64 

Over  64 

Tota] 

1 

*  Less  than  $50,000 

1,018 

$   1.2 

792 

1.8 

1,165 

3.2 

2,091 

9.1 

3,124 

18.4 

1,953 

13.6 

108 

0.8 

10,251 

$48.1 

Appendix  XII-Ba:  Estimated  Liability  Portion  with  Final  Benefit  Determinations 

(Dollars  in  millions) 


Plans  with  final  benefits 

Plans  with  estimated  final  benefits 

Total 


s 

ingle 

-Employer 

Plans 

Liability 

198 

$285.4 

324 

865.7 

522 

$1,151.0 

Multiemployer 
Recipients  Liability 


2 

$    * 

1 

* 

3 

* 

11 

* 

18 

0.1 

15 

0.1 

0 

0.0 

50 

$0.2 

Multiemployer 
Plans  Liability 


$1.1 
0.3 

$1.4 


Appendix  XII-Bb:  Estimated  Liability  Large  Plan  Summary 

Single-Employer 


Number 

Percent 

of 

of  Total 

Plans 

Liability 

Multiemployer 


Number 

of 

Plans 


Percent 
of  Total 
Liability 


Plans  with  final  benefits 

Plans  with  estimated  final  benefits 

a.  Large  plans* 

b.  Others 

Total 


198 

20 
304 

522 


25% 

55 
20 

100% 


80% 

0 
20 

100% 


'  Estimated  value  of  guaranteed  benefits  of  $10  million  or  more  per  plan  at  date  of  plan  termination. 
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Appendix  XII-Bc:  Distribution  of  the  Estimated  Liability 
by  Recipient  Status  as  Stated 


Percentage  of  Total  Liability 
Recipient  Class  Single-Employer 


Retired 
Active  Vested 
Terminated  Vested 

Total 


54% 
39 

7 

100% 


Multiemployer 

44% 
38 


100% 


Appendix  XII-C:  Reconciliation  of  Reserve  for  Guaranteed  Benefits 

(Dollars  in  millions) 


1 .  FY  1983  Reserve  for  Guaranteed  Benefits 

2.  Changes:  assumptions,  technique  and  data 

a.  Change  in  interest  assumption 

b.  Changes  in  data 

c.  Improvement  in  estimation  technique 

d.  Total 

3.  Expected  interest  and  effect  of  experience  results* 

4.  Change  in  inventory  and  DOPT***  liability 

a.  Increase  in  DOPT***  liability 

b.  Effect  of  projection  to  fiscal  year-end 

c.  FY  1984  liability 

5.  Benefits  paid 

6.  FY  1984  Reserve  for  Guaranteed  Benefits 
1.  +  2.d.  +  3.  +  4.c.  -  5. 

*Pre-MPPAA  terminations. 
**Tabular  interest  and  mortality  experience. 
***Date  of  Plan  Termination 


Single-Employer 
$1,570.0 

(159.8) 

7.0 

(44.0) 

(196.8) 
185.8 

119.1 
(12.2) 

106.9 
169.3 

$1,496.6 


Multiemployer 

$24.7* 

(1.1) 

0.7 
(0-4) 
(0.8) 

2.0 

(0.5) 
0.2 

(0.3) 
3.6 

$22.0* 
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Appendix  XQ-D:  Claims  Experience  by  Fiscal  Year*  (Single-Employer  Program) 

(Dollars  in  millions) 


- 


Date 

Number 

Guaranteed 

Total 

Net  Claims  as  a  Percent  of 

of 

of 

Benefit 

Plan 

Employer 

Net 

Guaranteed  Benefit 

Termination 

Plans 
98 

Liability 

$      55.7 

Assets 
$  18.9 

Liability 

$     7.3 

Claims** 
$  29.5 

Liability 

7/1/74  -  6/30/75 

53.0% 

7/1/75  -  9/30/76 

172 

88.4 

44.3 

26.5 

17.6 

19.9 

10/1/76  -  9/30/77 

128 

51.7 

20.9 

7.5 

23.4 

45.3 

10/1/77-9/30/78 

100 

124.6 

45.5 

8.2 

70.9 

56.9 

10/1/78  -  9/30/79 

81 

81.5 

32.4 

4.1 

45.0 

55.2 

10/1/79-9/30/80 

103 

179.2 

82.2 

5.0 

91.9 

51.3 

10/1/80-9/30/81 

128 

163.3 

69.7 

26.0 

67.6 

41.4 

10/1/81  -9/30/82 

126 

446.5 

175.9 

6.8 

263.8 

59.1 

10/1/82-9/30/83 

113 

433.6 

228.4 

15.9 

189.2 

43.6 

10/1/83-9/30/84 

69 
1,118 

58.4 
$1,682.9 

20.4 
$738.6 

1.8 

36.1 

$835.1 

61.8 

Total 

$109.2 

49.6% 

Note:  Detail  figures  may  nor  add  to  total  due  to  rounding. 

*The  data  presented  are  as  of  the  date  of  plan  termination  using  data  as  they  existed  at  the  time  of  the  FY  1984  closing.  Vie  amounts  reflected  here  are  not  entirety  consistent  with  the  amounts  originally  reported 
because  of  revised  estimates  of  some  previously  reported  claims. 

**The  net  claim  values  presented  here  for  fiscal  years  1983  and  1984  are  different  from  the  values  presented  an  page  SO  <>f  the  Finam  ml  Statements  Hie  Statement*  show  i  laims  oj  $167  5  nullum  and  $41  7  milium  for 
fiscal  years  1983  and  1984,  respectively,  compared  to  Appendix  Xll-D  values  of  $189.2  million  and  $361  million,  respectively  Appendix  XII-D  data  reflect  plans  in  the  year  they  terminated,  not  the  sear  they  were  firs i 
recognized  in  the  Financial  Statements  Also,  in  this  Appendix,  adjustments  resulting  from  more  current  information  on  the  plans  terminated  in  prior  sears  ore  reflet  ted  in  the  fist  al  year  during  whit  h  the  terminations 
actually  occurred.  Tfie  Financial  Statements,  on  the  other  hand,  reflect  this  information  in  the  sears  in  which  the  information  is  received 


l  ; 

'■•': 

i 

in 


Appendix  XII-E:  Distribution  of  Guaranteed  Benefit  Liability  and  Net  Claims*  by  Size 
(Single-Employer  Program) 

(Dollars  in  millions) 


Guaranteed  Benefit 

Net  Claims 

Net  Claims 

Liability 

(Per  Plan  Basis) 

(Events  Basis) 

Number  of 

Total  Guaranteed 

Number  of 

Total  Net 

Number  of 

Total  Net 

Size 

Plans 

Benefit  Liability 
$780.6 

Plans 

Claims 
$322.1 

Events 
9 

Claims 

Greater  than  $25  million 

18 

9 

$461.4 

$10-25  million 

15 

241.4 

10 

163.9 

6 

88.8 

$5- 10  million 

20 

133.8 

16 

111.5 

10 

69.8 

$2-5  million 

65 

210.2 

25 

73.2 

29 

86.5 

$1-2  million 

87 

125.8 

43 

59.9 

34 

45.0 

$500,000-1  million 

113 

77.5 

63 

43.9 

52 

35.4 

$250,000-500,000 

152 

53.8 

72 

25.5 

49 

17.0 

$100,000-250,000 

258 

41.7 

133 

21.8 

117 

19.6 

Less  than  $100,000 

390 

18.1 

747 

13.3 

622 

11.5 

Total 

1,118 

$1,682.9 

1,118 

$835.1 

928 

$835.1 

Note :  Detail  figures  may  not  add  to  total  due  to  rounding. 

"The  data  presented  are  as  of  the  date  of  plan  termination  using  data  as  they  existed  at  the  time  of  the  FY  1984  closing.  The  amounts  reflected  here  are  not  entirely  consistent  with  the  amounts  originally  reported 
because  of  revised  estimates  of  some  previously  reported  claims. 


Annual  Report  photographs  taken  b>  Robert  Schinella.  Joel  Greenblatt. 
C.  L.  Melvin.  and  Richard  Petta. 
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Board  of  Directors 


Raymond  J.  Donovan, 
Chairman 
Secretary  of  Labor 


Donald  T.  Regan, 
Secretary  of  the  Treasury 


Malcolm  Baldrige, 
Secretary  of  Commerce 


Management 


Charles  Tharp, 

Executive  Director  (Appointed  2/1/84) 

Corporate  Officials 

David  M.  Walker,  CPA 

Deputy  Executive  Director  for  Insurance  Programs 

(Appointed  10/5/83) 

Royal  S.  Dellinger,  CPA 

Deputy  Executive  Director  for  Resource  Management 

(Appointed  2/12/84) 

Roderick  J.  O'Neil, 

Associate  Executive  Director  (Appointed  3/4/84) 

Kevin  W.  Putt, 

Assistant  Executive  Director  (Appointed  1/22/85) 

Corporate  Departments 

Benefit  Payments  Department 

Jesse  L.  Paredes,  Director 

Communications  and  Public  Affairs  Department 

Peter  A.  Kirsch,  Director 

Corporate  Administrative  Planning  Department 

Stephen  J.  Faherty,  Sr.,  Director 

Corporate  Budget  Department 

Henry  R.  Thompson,  Director 

Corporate  Policy  and  Regulations  Department 

E.  Thomas  Veal,  Director  (Appointed  12/27/83) 


L  to  R:  Roderick  J.  O'Neil,  Associate  Executive  Director;  Royal  S.  Dellinger.  Deputy  Executive 
Director  far  Resource  Management;  David  M.  Walker.  Deputy  Executive  Director  for  Insurance 
Programs;  Kevin  W.  Pun,  Assistant  Executive  Director. 

Financial  Operations  Department 

Lawrence  Maslan,  Director 

Charles  M.  Hicks,  Acting  Deputy  Director  (Appointed  3/7/84) 

Human  Resources  and  Support  Services  Department 

Robert  E.  Geiger,  Director 

R.  Frank  Tobin,  Director  of  Personnel 

Information  Systems  Department 

Richard  L.  Conroy,  Director 
Jeanette  J.  Dyson,  Deputy  Director 

Insurance  Operations  Department 

William  M.  DeHarde,  Director 
Travis  A.  Knight,  Deputy  Director 

Internal  Audit  Department 

Wayne  Poll,  Acting  Director  (Appointed  3/7/84) 

Legal  Department 

Henry  Rose,  General  Counsel 

Mitchell  L.  Strickler,  Deputy  General  Counsel 

Participant  and  Employer  Appeals  Department 

Charles  E.  Skopic,  Director 
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V 


The  PBGC  Advisory  Committee, 
Appointed  by  the  President  of  the 
United  States 


The  members  of  the  Advisory  Committee,  pictured  with  PBGC  Executive  Director  Charles  Tharp.  arc  (L  to  R) 

J  Joseph  Lydon,  Kennedy  &  Lydon,  Boston,  MA,  Joseph  Geronimo,  Vice  President,  Employee  Benefit  Group,  Bankers  Trust  Company,  New  York, 
NY;  Murray  P.  Hayutin.  President,  Reichart-SHversmith,  In,   ,  Denver,  CO,  Roger  Martin  (Chairman),  Senior  Vice  President.  MG/C  Investment 
Corporation.  Milwaukee,  WI,  Charles  Tharp,  Ralph  J   Wood.  Jr  .  Gerwood,  Int  .  Flossmoor,  IL.  Perry  Joseph.  Business  Manager  qj  Carpet. 
Linoleum,  Hardwood,  &  Res, hem  file  Layers'  Local  Union  No  1310,  API  CIO.  St  Louis,  MO,  John  F  Hotchkis.  Parmer.  Hotchkis  <£  Wiley,  Los 
Angeles.  CA 


■ 
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Representing  the  Interest  of  the  General  Public: 

Chairman 

Mr.  Roger  F.  Martin, 

Senior  Vice  President 

MGIC  Investment  Corporation 

Milwaukee,  Wisconsin 

(term  expires:  2/87) 

Mr.  Joseph  Geronimo,* 
Vice  President 
Employee  Benefit  Group 
Bankers  Trust  Company 
New  York,  New  York 
(term  expires:  2/87) 

Mr.  John  F.  Hotchkis,* 

Partner 

Hotchkis  &  Wiley 

Los  Angeles,  California 

(term  expires:  2/86) 


Representing  the  Interest  of  Employers: 

Mr.  Murray  P.  Hayutin,** 
President 

Reichart-Silversmith,  Inc. 
Denver,  Colorado 
(term  expires:  2/86) 

Mr.  Ralph  J.  Wood,  Jr.,* 
Gerwood,  Inc. 
Chicago,  Illinois 
(term  expires:  2/86) 

Representing  the  Interest  of  Employee  Organizations: 

Mr.  Perry  Joseph,** 

Business  Manager, 

Carpet,  Lincleum,  Hardwood  &  Resilient 

Tile  Layers '  Local  Union  No.  1310  AFL-CIO 
St.  Louis,  Missouri 
(term  expires:  2/87) 

Mr.  Joseph  Lydon,** 
Kennedy  &  Lydon 
Boston,  Massachusetts 
(term  expires:  2/85) 


*  Member.  Investment  Subeommittee 


**Member.  Regulations  Subcommittee 
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u  S  GOVERNMENI  AOENCr 

10th  Anniversary 
1974-1984 


Pension  Benefit  Guaranty  Corporation 
2020  K  Street,  N.W..  Washington,  DC.  20006 


Doc. 


Pension 

Benefit 

Guaranty 

Corporation 


Annual  Report 


to  the 

Congress 

FY  1985 


?s 

I". 


Letter  of  Transmittal 


The  President 
The  White  House 
Washington,  D.C.  20500 

Honorable  George  Bush 
President  of  the  Senate 
Washington,  D.C.  20510 

Honorable  Thomas  P.  O'Neill,  Jr. 
Speaker  of  the  House  of  Representatives 
Washington,  D.C.  20515 


Gentlemen: 

We  are  pleased  to  submit  the  11th 
(PBGC)  in  accordance  with  section  4008  of 
as  amended. 

This  report  for  fiscal  year  1985  su; 
includes  the  Corporation's  financial  staterr 
PBGC  has  a  large  and  growing  deficit. 

The  Single-Employer  Pension  Pla 
1986,  increases  the  single-employer  premi 
on  or  after  January  1,  1986.  It  also  provicj 
claims  against  the  program  and  increase 
tions.  We  are  very  pleased  that  Congress 

The  FY  1985  Annual  Report  waj 
not  reflect  the  new  law. 


Sincerely  yours, 


/illiam  E.  Brock 
Secretary  of  Labor 
Chairman  of  the  Board 


Kathleen  P.  Utgoff 
Executive  Director,  PBGC 
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Letter 


The  President 
The  White  House 
Washington,  D.C.  20500 

Honorable  George  Bush 
President  of  the  Senate 
Washington,  D.C.  20510 

Honorable  Thomas  P.  O'Neill,  Jr. 
Speaker  of  the  House  of  Representatives 
Washington,  D.C.  20515 


Gentlemen: 

We  are  pleased  to  submit  the  11th  Annual  Report  of  the  Pension  Benefit  Guaranty  Corporation 
(PBGC)  in  accordance  with  section  4008  of  the  Employee  Retirement  Income  Security  Act  of  1974  (ERISA), 
as  amended. 

This  report  for  fiscal  year  1985  summarizes  the  activities  and  accomplishments  of  the  PBGC  and 
includes  the  Corporation's  financial  statements  as  of  September  30,  1985.  As  the  report  makes  clear,  the 
PBGC  has  a  large  and  growing  deficit. 

The  Single-Employer  Pension  Plan  Amendments  Act  of  1986,  which  was  signed  into  law  on  April  7, 
1986,  increases  the  single-employer  premium  rate  to  $8.50  per  participant  effective  for  plan  years  beginning 
on  or  after  January  1,  1986.  It  also  provides  reforms  that  should  reduce  the  occurrence  of  unwarranted 
claims  against  the  program  and  increase  the  Corporation's  employer  liability  recoveries  on  future  termina- 
tions. We  are  very  pleased  that  Congress  acted  to  help  save  this  important  insurance  program. 

The  FY  1985  Annual  Report  was  completed  before  Congressional  action  on  this  legislation  and  does 
not  reflect  the  new  law. 


Sincerely  yours, 


/illiam  E.  Brock 
Secretary  of  Labor 
Chairman  of  the  Board 

Xathleen  P.  Utgoff 
Executive  Director,  PBGC 
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Financial  Highlights:  Single-Employer  Fund 


111 


(Dollars  in  millions) 


1985 


Year  Ended  September  30, 

1984  1983  1982  1981 


Number  of  participants  in  terminated 
plans  receiving  benefits  at  end  of 
the  year 

Note:  Financial  Statements  appear  on  pp.  26  through  29 . 


74,800         64,700         55,400         50,900 


36,400 


1980 


Total  assets 

$1,361.8 

$1,063.3 

$1,084.9 

$    834.8 

$    515.4 

$    466.5 

Reserve  for  guaranteed  benefits 

2,654.2 

1,496.6 

1,570.0 

1,138.0 

685.0 

543.0 

Accumulated  results  of  operations  (loss) 

(1,325.3) 

(462.0) 

(523.3) 

(332.8) 

(188.8) 

(94.6) 

Premium  income 

81.7 

80.5 

81.5 

79.6 

75.0 

71.2 

Investment  and  other  income 

129.3 

29.7 

188.3 

96.2 

(5.4) 

22.3 

Actuarial  charges  (credits) 

383.2 

(23.2) 

265.7 

92.7 

2.5 

(4.4) 

Losses  (gains)  from  plans  terminated 

and  plans  pending  termination 

657.9 

41.7 

167.4 

202.9 

140.6 

26.3 

Benefit  payments 

170.2 

169.3 

136.6 

94.2 

56.8 

36.2 

Administrative  expenses 

33.2 

30.3 

27.2 

24.2 

20.6 

19.8 

Income  over  (under)  expenses 

(863.3) 

61.3 

(190.5) 

(144.0) 

(94.2) 

51.8 

Investments  —  revolving  funds  and 

trusteed  plans 

953.6 

831.9 

759.1 

538.1 

351.7 

294.1 

28,000 
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Financial  Highlights:  Multiemployer  Fund 


(Dollars  in  millions) 


Total  assets 

Reserve  for  guaranteed  benefits 

Reserve  for  future  financial  assistance 

Accumulated  results  of  operations  (loss) 

Financial  assistance  outstanding  —  net 

Premium  income 

Investment  and  other  income 

Actuarial  charges  (credits) 

Losses  (gains)  from  plans  terminated 

and  plans  pending  termination 
Losses  from  financial  assistance 
Benefit  payments 
Administrative  expenses 
Income  over  (under)  expenses 
Investments  —  revolving  funds 

and  trusteed  plans 

Number  of  participants  receiving  benefits 

at  end  of  the  year 
Number  of  plans  that  received 

financial  assistance 
Number  of  participants  in  plans 

receiving  financial  assistance 
Number  of  participants  receiving  benefit 

payments  in  plans  receiving 

financial  assistance 


1985 


71.5 

3,100 

3 

11,800 

8,500 


Year  Ended  September  30, 

1984  1983  1982  1981 


53.0 


45.4 


34.0 


22.2 


3,400  3,500  3,800            4,000 

2  2  11 

11,800  12,700  13,000    13,600 

8,500  9,300  9,600    10,100 


1980 


$78.4 

$60.8 

$52.4 

$40.3 

$28.0 

$21.1 

21.7 

22.0 

25.0 

26.8 

27.0 

28.7 

25.1 

19.4 

19.0 

0 

0 

0 

26.7 

17.2 

6.0 

11.1 

(1.3) 

(8.5) 

2.0 

1.5 

0.9 

0.3 

0.3 

0 

14.2 

12.2 

12.8 

12.8 

11.7 

4.5 

9.1 

3.4 

6.8 

5.5 

(0.1) 

1.8 

3.2 

1.1 

2.0 

3.4 

0.4 

1.0 

0 

(0.4) 

0.3 

(0.6) 

1.6 

0.9 

6.4 

0.6 

19.1 

0 

0 

0 

3.5 

3.6 

3.8 

4.5 

4.3 

3.9 

4.2 

3.0 

3.2 

3.2 

2.3 

2.1 

9.5 

11.2 

(5.1) 

12.3 

7.3 

2.4 

17.7 

4,100 
0 
0 

0 


Note:  Financial  Statements  appear  on  pp.  26  through  29. 
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I.  Introduction 


Overview 

The  U.S.  Congress  enacted  the  Employee 
Retirement  Income  Security  Act  of  1974  (ERISA)  to 
protect  workers'  benefits  in  private  pension  plans. 
ERISA's  section  on  Protection  of  Employee  Benefit 
Rights  states:  "The  policy  of  this  Act  [is]  to  pro- 
tect . .  .  the  interest  of  participants  in  private  pension 
plans  and  their  beneficiaries  by. . .  requiring  plan 
termination  insurance." 

Title  IV  of  ERISA  created  the  Pension 
Benefit  Guaranty  Corporation  (PBGC).  Its  mission  is 
to  insure  the  retirement  incomes  of  participants, 
retirees,  and  their  beneficiaries  enrolled  in  voluntary 
private-sector  defined  benefit  pension  plans. 

The  PBGC  currently  provides  a  "safety  net" 
for  38  million  American  workers  who  participate  in 
more  than  112,000  PBGC-insured  private-sector 
defined  benefit  pension  plans.  This  safety-net 
coverage  did  not  exist  in  1963,  when  the  Studebaker 
plan  terminated,  leaving  over  4,000  vested  workers 
with  little  or  none  of  their  expected  pensions.  Cir- 
cumstances such  as  these  led  to  the  eventual  enact- 
ment of  ERISA. 

Now,  because  defined  benefit  pension 
plans  are  PBGC-insured,  beneficiaries  receive 


guaranteed  monthly  benefits  from  terminated  plans 
even  if  the  plans  were  underfunded. 

In  order  to  protect  the  PBGC's  insurance 
programs,  the  Administration,  in  1982,  1983,  1984, 
and  again  in  1985,  requested  legislation  that  would 
(1)  grant  a  long  overdue  increase  in  the  single- 
employer  premium  and  (2)  provide  much  needed 
plan  termination  reforms  in  the  single-employer 
program. 

The  need  for  reforms  became  particularly 
evident  in  FY  1985  when  the  PBGC  faced  extraor- 
dinarily large  claims  from  two  sponsors:  the  Allis- 
Chalmers  Corporation  and  the  Wheeling-Pittsburgh 
Corporation,  both  of  which  plan  to  continue  in 
business. 

Both  sponsors  are  attempting  to  resolve 
their  financial  difficulties,  in  large  measure,  by  ter- 
minating their  plans  and  forcing  the  PBGC  to 
assume  over  $600  million  in  net  claims.  This  is  not 
the  first  time  plan  sponsors  have  used  the  PBGC 
and  the  companies  that  fund  it  as  a  way  out  of 
financial  distress. 

To  protect  itself  from  plan  sponsors  that 
seek  to  solve  their  financial  problems  by  shifting 
their  unfunded  pension  liabilities  to  the  Corpora- 
tion, the  PBGC  has  sought  legislation  to  prevent 
program  abuses  (see  Chapter  IV.  Legislation  and 
Regulations). 
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Financial  Condition 

The  Pension  Benefit  Guaranty  Corporation 
is  self-financed  through  (1)  premiums  collected  from 
covered  defined  benefit  pension  plans;  (2)  assets  ac- 
quired from  terminated  pension  plans;  (3)  employer 
liability  payments;  and  (4)  investment  income,  in- 
cluding appreciation  on  invested  assets.  Proceeds 
from  these  sources  pay  guaranteed  benefits  for  in- 
sufficient single-employer  plans,  provide  financial 
assistance  to  multiemployer  plans,  and  cover  the 
Corporation's  administrative  expenses. 

The  PBGC's  accumulated  deficit  (assets 
minus  liabilities)  for  its  combined  single-employer 
and  multiemployer  programs  rose  to  $1,299  million 
in  FY  1985.  This  is  almost  three  times  the  deficit 
reported  for  FY  1984.  Primarily  due  to  plans  that  ter- 
minated during  the  year,  the  PBGC's  liabilities  in- 
creased by  $1,170  million,  to  a  total  of  $2,739  million 
on  September  30,  1985.  In  contrast,  PBGC's  assets 
increased  by  only  $316  million  during  the  year,  to  a 
value  of  $1,440  million  on  September  30,  1985.  As  a 
result,  the  PBGC's  assets  are  now  only  53  percent  of 
its  liabilities— a  record  low  percentage  for  the  Cor- 
poration. 

Passage  of  the  bill  granting  the  increase  in 
the  single-employer  premium  is  even  more  urgently 
needed  to  ensure  the  Corporation's  ability  to  con- 
tinue to  deliver  services. 


Important  Activities 

In  addition  to  encouraging  Congress  to 
enact  the  reforms  and  premium  increase,  the  PBGC, 
during  FY  1985,  accomplished  the  following: 


Accelerated  the  due  date  for  insurance  pre- 
miums—as recommended  by  the  Grace  Com- 
mission—thereby improving  the  financial 
status  of  the  Corporation  (see  pp.  13  and 
22). 

Completed  the  first  five-year  multiemployer 
premium  study  required  by  the  MPPAA. 
Based  on  projected  losses  over  the  next  five 
years,  the  PBGC  recommends  that  the 
multiemployer  premiums  and  guarantees 
specified  in  ERISA  not  be  changed  through 
1989  (see  p.  10). 

Began  centralizing  the  administration  of  in- 
terim custodian  benefit  payments.  This 
change  improves  both  the  Corporation's  pro- 
ductivity and  its  accounting  controls,  and 
provides  for  more  effective  management  of 
benefit  payments  made  on  its  behalf  by  in- 
terim paying  agents  (see  p.  4). 

Implemented  a  new  policy  of  advising  ad- 
ministrators of  insufficient  plans  to  im- 
mediately reduce  benefits  to  estimated 
guaranteed  levels,  thus  greatly  reducing  the 
need  for  recoupment  of  overpayments  (see 
p.  12). 

Improved  the  Benefit  Payments  Department 
services  by  (1)  acquiring  a  new  and  more  effi- 
cient benefit  payments  system,  (2)  creating  a 
communications  branch  for  better  contact 
with  plan  participants  and  beneficiaries,  and 
(3)  contracting  for  support  services  to  assist  in 
reducing  current  backlogs  (see  p.  3). 


Implemented  the  new  Enrolled  Actuary  Cer- 
tification Program,  which  has  streamlined  the 
process  by  which  plan  administrators  may 
terminate  sufficient  (fully  funded  for 
guaranteed  benefits)  defined  benefit  plans 
(see  p.  13). 


II.  Management 


Organization 


Program  Enhancements 


Kathleen  P.  Utgoff  was  appointed  Executive 
Director  of  the  Corporation  on  August  12,  1985. 
Charles  Tharp  resigned  as  Executive  Director  on 
April  1,  1985,  and  David  M.  Walker  served  as  Acting 
Executive  Director  until  Dr.  Utgoff's  appointment  to 
the  post. 

At  the  executive  level,  the  PBGC  realigned 
its  structure  by  (1)  grouping  departments  dealing 
most  directly  with  plan-participant  issues  under  the 
Deputy  Executive  Director  for  Insurance  Programs, 
Royal  S.  Dellinger,  and  (2)  placing  the  Deputy  Ex- 
ecutive Director  for  Resource  Management,  Kevin 
W.  Putt,  in  charge  of  departments  providing  sup- 
port, analysis,  and  policy  development.  The  realign- 
ment, which  eliminated  the  position  of  the 
Associate  Executive  Director,  permits  more  timely 
and  less  complicated  communication  among  depart- 
ments having  related  responsibilities.  The  organiza- 
tion chart  (see  p.  4)  shows  the  various  corporate 
relationships. 

The  PBGC  also  strengthened  its  premium- 
accounting  operations  to  better  handle  premium 
payment  problems.  The  new  structure  reflects  the 
importance  the  Corporation  attaches  to  both  its 
premium-accounting  and  collection  functions. 


The  PBGC  also  has  made  several  changes 
that  improve  its  ability  to  pay  benefits. 

•  It  has  acquired  a  new  benefit  payments 
system  that  streamlines  procedures  and  ex- 
pands the  capacity  for  benefit  payment  ac- 
tivities. This  system  will  greatly  reduce  the 
amount  of  time  required  to  place  new  par- 
ticipants into  pay  status. 

•  It  has  added  to  its  Benefit  Payments  Depart- 
ment eight  communications  specialists  who 
form  the  new  Communications  Branch.  The 
branch  corresponds  with  participants,  bene- 
ficiaries, and  the  general  public  to  answer 
questions  and  provide  information  about  plan 
benefits  paid  by  the  Corporation.  The  result 
of  this  new  specialized  function  is  twofold: 
benefit  examiners  are  now  able  to  devote  full 
time  to  processing  claims,  thus  increasing 
their  volume  of  work,  and  the  public  is  better 
served  through  improved  communication. 
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It  has  begun  to  consolidate  the  interim  benefit 
payment  process.  Before  FY  1985,  benefit 
payments  were  often  provided  by  a  number 
of  banks  and  insurance  companies  serving  as 
interim  custodians.  Consolidation  of  these 
payments  results  in  more  effective  bookkeep- 
ing, accounting,  and  management  control, 
and  improves  investment  performance. 

It  has  contracted  for  support  services  to  help 
improve  the  integrity  of  the  Corporation's  par- 
ticipant data.  This  step  was  taken  in  response 
to  a  GAO-identified  need  for  the  PBGC  to  im- 
prove the  quality  of  participant  data  that  is 
used  each  year  for  the  corporate  financial 
statements. 
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Computerization 

During  FY  1985,  the  PBGC  made  major 
agency-wide  advances  in  the  implementation  of  its 
Project  Computers  initiative.  In  its  continuing  efforts 
to  achieve  integrated  automation  for  all  its  in- 
surance, management,  and  decision-making 
systems,  the  Corporation  acquired  a  new  financial 
information  system  and  improved  both  its  case  ad- 
ministration and  benefit  payments  systems. 


Internal  Controls  Program 

Over  the  years,  the  PBGC  has  initiated 
various  administrative  improvement  programs.  One 
such  program  focuses  on  fiscal  and  administrative 
controls  that  will  (1)  safeguard  resources;  (2)  guar- 
antee the  accuracy  and  reliability  of  information; 
(3)  ensure  that  the  PBGC  adheres  to  Federal  laws, 
regulations,  and  policies;  and  (4)  promote  opera- 
tional economy  and  efficiency. 

By  the  end  of  FY  1985,  several  corporate 
systems  had  been  evaluated  to  determine  if  proper 
control  measures  were  in  place,  and  if  newly  im- 
plemented systems  were  cost  effective.  The  results 
were  then  analyzed  and  the  information  transmitted 
to  the  appropriate  corporate  departments  for 
necessary  action. 
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III.  Program  Operations 


Introduction 

The  PBGC  discharges  its  duties  through  the 
administration  of  two  pension  insurance  protection 
programs: 

•  a  single-employer  termination  insurance  pro- 
gram that  protects  approximately  30  million 
participants  in  over  110,000  single-employer 
plans,  and 

•  a  multiemployer  insolvency  insurance  pro- 
gram that  protects  approximately  8.5  million 
participants  in  approximately  2,500 
multiemployer  plans. 

Each  program  ensures  that  participants  and 
retirees  covered  by  these  programs  receive  the  basic 
pension  benefits  guaranteed  by  ERISA. 


Single-Employer  Plan 
Termination  Processing 

A  plan  administrator  wishing  to  terminate  a 
single-employer  defined  benefit  pension  plan  must 
notify  the  PBGC  before  the  termination  takes  place. 
If  the  Corporation  determines  that  the  plan's  assets 
are  sufficient  to  pay  the  benefits  guaranteed  by  law, 
the  PBGC  authorizes  the  distribution  of  assets  ac- 
cording to  plan  provisions  and  legal  requirements. 

If  the  plan's  assets  are  insufficient,  the 
PBGC  becomes  trustee,  that  is,  the  Corporation 
takes  over  the  plan's  assets  and  assumes  its  liabilities 
for  guaranteed  benefits.  As  trustee,  the  PBGC 
makes  up  the  difference  between  recoverable  assets 
and  the  amount  needed  to  pay  guaranteed  benefits 
to  plan  participants. 
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The  number  of  sufficient  plan  termination 
notices  received  by  the  Corporation  has  been  in- 
creasing at  a  steady  pace  over  the  last  five  years, 
with  FY  1985  reaching  a  record  high  (see  Graph 
III.l).  In  FY  1985,  the  Corporation  received  termina- 
tion notices  for  8,635  sufficient  plans,  up  approx- 
imately 13  percent  from  FY  1984. 

Graph  III.l: 

Single -Employer  Terminations 

Sufficient  Plans 
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Fiscal  Year 

*FY  1976  was  a  transitional  15-month  year.  Data  have  been  adjusted 
to  a  12-month  year  for  comparative  purposes. 

The  number  of  sufficient  non-trusteed  cases 
closed  in  FY  1985  also  rose  for  the  fifth  straight  year 
to  7,479.  This  increase  is  29  percent  greater  than  the 
number  of  cases  closed  in  FY  1984,  and  more  than 
double  the  number  of  cases  closed  in  1980. 

Single-employer  termination  notices  can 
now  be  processed  under  the  Corporation's  One 
Stop  Program,  a  new  service  provided  by  the  PBGC 
in  cooperation  with  the  IRS.  In  FY  1985,  almost  60 
percent  of  all  plan  sponsors  filing  termination 
notices  took  advantage  of  this  option.  (Previously, 
plan  sponsors  were  responsible  for  filing  separately 
with  both  agencies.) 


Trusteed  Single-Employer  Plans 

During  FY  1985,  the  PBGC  became  trustee 
for  91  terminated  single-employer  pension  plans.  By 
the  end  of  the  fiscal  year,  the  Corporation  was  pro- 
cessing another  101  pension  plans  in  anticipation  of 
becoming  trustee  in  the  near  future.  However,  even 
before  becoming  trustee,  the  PBGC  ensures  that 
plan  participants  continue  to  receive  their 
guaranteed  benefits. 

While  the  number  of  PBGC  trusteeships 
continues  to  rise,  at  the  rate  of  approximately  100 
per  year,  the  number  of  plans  pending  trusteeship 
continues  to  decline,  reflecting  the  Corporation's 
successful  efforts  to  reduce  its  backlogs  (see 
Graph  III.2). 

Graph  III.2: 

Single -Employer  Trusteeships 
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By  the  end  of  FY  1985,  after  11  years  of 
operation,  the  PBGC  is,  or  expects  to  become, 
trustee  for  1,191  terminated  single-employer  pension 
plans.  As  trustee,  or  prospective  trustee,  the 
Corporation  is,  or  will  be,  directly  responsible  for 
paying  PBGC-guaranteed  pensions  to  about  168,600 
vested  participants  entitled  to  immediate  or  deferred 
benefits. 


Early  Warning  System 


Multiemployer  Plan  Processing 


ERISA  provides  an  "early  warning"  system 
whereby  the  PBGC  is  notified  if  a  pension  plan  or 
plan  sponsor  is  experiencing  problems  that  could 
result  in  a  claim  against  the  Corporation. 

The  number  of  such  events  reported  to  the 
PBGC  has  generally  declined  over  the  past  several 
years.  This  reflects  the  Corporation's  decision  to 
reduce  reporting  burdens  by  requiring  reporting  of 
only  those  circumstances  that  represent  serious  risk 
to  the  Corporation  (see  Graph  III. 3). 

Graph  III.3: 
Filings  Under  PBGCs 
Early  Warning  System 
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pending  at  the  close  of  FY  1984. 

The  PBGC  processed  nine  cases  during 
FY  1985  and  had  30  pending  at  fiscal  year-end. 

Financial  Assistance:  In  response  to 
MPPAA  requirements,  the  PBGC,  in  FY  1985,  pro- 
vided financial  assistance  to  three  multiemployer 
pension  plans  with  a  current  total  of  approximately 
8,500  benefit  recipients.  The  total  amount  of  this 
financial  assistance  was  $1.3  million. 
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Rulings:  The  MPPAA  authorizes  the  PBGC 
to  make  determinations  regarding  certain  statutory 
requirements.  The  agency  dealt  with  the  following 
requests  during  FY  1985: 

•  Sales  of  Assets— requests  under  section 
4204(c)  for  variances  and  exceptions  from 
rules  dealing  with  withdrawal  liability  when 
employer  assets  are  sold.  During  FY  1985,  11 
cases  were  processed;  four  were  pending  at 
fiscal  year-end. 

•  Alternative  Allocation  Methods— requests 
under  section  4211(c)  (5)  for  approval  of  alter- 
native methods  of  allocating  withdrawal 
liability.  During  FY  1985,  four  cases  were 
processed;  five  were  pending  at  fiscal 
year-end. 
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Special  Withdrawal  Liability  Rules— requests 
under  section  4203(f)  for  approval  of  special 
withdrawal  rules,  for  plans  in  which  (1)  the 
industry  has  characteristics  that  would  make 
use  of  special  rules  appropriate  and  (2)  use  of 
such  rules  would  not  pose  a  significant  risk  to 
the  insurance  program.  During  FY  1985,  two 
pending  requests  were  withdrawn;  two  re- 
quests were  pending  at  fiscal  year-end. 

Trucking  Industry  Determinations— requests 
under  section  4203(d)  for  a  ruling  on  whether 
the  withdrawal  of  employers  has  or  has  not 
caused  substantial  damage  to  a  trucking  in- 
dustry plan.  (Such  determination  is  necessary 
to  establish  whether  withdrawal  liability  must 
be  paid.)  In  FY  1985,  the  PBGC  processed 
seven  such  requests;  none  were  pending  at 
fiscal  year-end. 

Multi-Single  Transfers— requests  under  sec- 
tion 4232(c)  for  waivers  of  contingent  liability 
when  a  multiemployer  plan  transfers 
liabilities  to  a  single-employer  plan.  During 
FY  1985,  nine  requests  were  processed;  two 
were  pending  at  fiscal  year-end. 

Multiemployer  Mergers  and  Transfers- 
requests  under  section  4231(c)  for  a  deter- 
mination that  a  transfer  of  assets  between 
multiemployer  plans  satisfies  the  specific  re- 
quirements of  section  4231.  (This  determina- 
tion is  necessary  so  that  the  merger  or 
transfer  is  not  deemed  to  constitute  a  pro- 
hibited transaction.)  During  FY  1985,  three 
cases  were  processed;  one  was  pending  at 
fiscal  year-end. 

In  addition,  seven  cases  that  did  not  include 
requests  for  compliance  determinations  were 
closed  during  the  fiscal  year;  four  others  were 
pending  at  fiscal  year-end. 


Approval  of  Plan  Amendments— requests 
under  section  4220  for  approval  of  certain 
plan  amendments  adopted  after  September 
25,  1983.  During  FY  1985,  three  cases  were 
processed;  none  were  pending  at  the  end  of 
the  fiscal  year. 


Inquiries 

In  day-to-day  operations  during  FY  1985, 
the  Corporation  responded  to  almost  20,000  in- 
quiries from  plan  administrators,  sponsors,  and  par- 
ticipants; attorneys;  and  others  wanting  information 
about  coverage,  filings,  programs,  or  the  status  of 
cases  in  progress.  The  Corporation  also  responded 
to  more  than  1,800  similar  inquiries  from  Congress. 


IV.  Legislation  and  Regulations 


Legislation 

The  Administration,  on  behalf  of  the  PBGC, 
continued  to  seek  an  increase  in  the  premium  and 
needed  reforms  for  the  single-employer  insurance 
program. 

Premium  revenue  is  used  to  help  defray  the 
following  expenses: 

•  claims  from  future  terminations  of  insufficient 
pension  plans, 

•  administrative  costs  of  the  Corporation, 

•  amortization  of  the  Corporation's  current 
deficit. 

The  current  $2.60  premium  has  been  in  ef- 
fect since  1978.  The  Corporation,  in  May  1982,  re- 
quested an  increase  to  $6.00,  effective  January  1, 
1983.  The  Corporation  then  anticipated  that  the 
$6.00  premium  would  eliminate  the  $188  million 
deficit  in  five  years.  Congress  took  no  action  that 
year  nor  during  the  following  years.  The  Corpora- 
tion's request  during  1985  was  for  a  premium  in- 
crease to  $7.50  per  participant,  effective  January  1, 
1985.  It  included  retirement  of  the  September  1984 
deficit  of  $462  million  in  15  years.  These  calculations 
did  not  take  into  account  the  possibility  of  unusu- 
ally large  claims,  such  as  those  that  occurred  in 
FY  1985,  or  other  adverse  experience.  They  were 


based  on  a  projected  FY  1985  deficit  of  $583  million. 
However,  the  actual  deficit  at  fiscal  year-end  was 
$1,325  million. 

The  Administration  continues  to  believe 
that  a  premium  increase  must  be  accompanied  by 
fundamental  program  reforms  in  order  to 
strengthen  the  financial  condition  of  the  PBGC. 

The  PBGC's  insurance  differs  significantly 
from  most  private  insurance  arrangements.  The 
PBGC  must  insure,  by  law,  essentially  all  defined 
benefit  plans  regardless  of  how  poorly  a  plan  is 
funded  or  the  financial  condition  of  its  sponsor.  In 
addition,  the  PBGC  must  pay  claims  for  termina- 
tions that  are  initiated  by  plan  sponsors.  The  re- 
quested program  reforms  include  legislation  that 
will: 

•  require  security  that  will  protect  a  plan  even  if 
its  sponsor  obtains  a  waiver  of  minimum 
funding  contributions; 

•  guarantee  PBGC  benefits  only  if  a  plan  is  ter- 
minated as  the  result  of  financial  distress  of 
the  employer; 

•  clarify  the  PBGCs  right  to  disregard  transac- 
tions that  are  undertaken  for  the  purpose  of 
avoiding  employer  liability  to  the  PBGC; 

•  require  an  employer  that  terminates  an 
underfunded  plan  to  reimburse  the  PBGC's 
insurance  fund  if  the  employer  continues  in 
business. 
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Early  in  FY  1986,  a  Congressional  con- 
ference committee  agreed  on  reforms  and  a 
premium  increase  for  the  PBGC  single-employer 
program.  However,  Congress  adjourned  in 
December  1985  before  passing  the  budget  reconcilia- 
tion bill,  which  contained  the  PBGC  provisions. 
Congress  is  expected  to  continue  deliberations  on 
the  bill  when  it  reconvenes. 

The  conference  agreement  included  an 
$8.50  premium,  effective  January  1,  1986;  payment 
of  guarantees  only  in  cases  of  employer  financial 
distress;  an  increase  in  the  PBGC's  employer  liabili- 
ty claim;  protection  against  losses  from  evasive 
transactions;  and  increased  protection  for  PBGC  and 
plan  participants  from  losses  due  to  the  granting  of 
minimum  funding  waivers.  The  reforms  are  a  com- 
promise between  current  law  and  the  Administration's 
legislative  proposals. 


Multiemployer  Premium  Study 

Section  4022A(f)  of  ERISA  requires  that,  no 
later  than  five  years  after  enactment  of  the 
Multiemployer  Pension  Plan  Amendments  Act  of 
1980,  and  every  fifth  year  thereafter,  the  PBGC  con- 
duct a  study  to  determine  (1)  the  appropriate 
premium  level  for  the  Corporation's  multiemployer 
pension  plan  insurance  program  and  (2)  whether 
the  program's  benefit  guarantees  can  be  increased 
without  increasing  premiums. 

The  PBGC  completed  the  first  of  these 
studies  late  in  FY  1985  for  submission  to  Congress. 
Based  on  projected  losses  over  the  next  five  years, 
the  PBGC  is  recommending  that  both 
multiemployer  premiums  and  guaranteed  benefits 
remain  at  current  ERISA-specified  levels  through 
1989. 


Risk-Related  Premium 

Pursuant  to  a  statutory  requirement,  the 
PBGC  is  preparing  a  report  to  Congress  on  the  ad- 
vantages and  disadvantages  of  a  risk-related 
premium  and  expects  to  submit  the  report  in  FY 
1986.  The  PBGCs  study  is  only  the  first  step  toward 
any  eventual  implementation  of  a  risk-related 
premium.  The  effects  of  a  reallocation  of  resources 
through  a  risk-related  premium  must  be  carefully 
considered  before  a  new  premium  structure  can  be 
adopted. 


Regulations  Overview 

The  PBGC  is  responsible  for  preparing 
regulations  that  address  issues  that  range  from 
routine  interest-rate  updates  to  rules  that  provide 
guidance  on  PBGC  procedures  or  on  how  to  inter- 
pret ERISA.  The  regulations  help  plan  ad- 
ministrators conform  with  the  requirements  of  Title 
IV.  They  can  be  issued  only  after  a  very  thorough 
development-and-review  process,  which  was  in- 
itiated by  the  Corporation  with  the  aid  of  the  PBGC 
Advisory  Committee  and  its  Regulation  Subcom- 
mittee. 

The  following  questions  must  be  answered 
positively  before  a  regulation  is  issued: 

•  Is  the  regulation  necessary  (i.e.,  either  man- 
dated by  law  or  needed  to  carry  out  the 
requirements  of  the  program)? 

•  Does  the  regulation  reduce  rather  than 
increase  regulatory  burdens? 

•  Is  the  regulation  the  simplest  and  least  costly 
way  to  achieve  the  intended  purpose? 

This  process  reinforces  the  PBGC  policy  to 
minimize  regulatory  impositions  while  meeting  pro- 
gram requirements. 

In  FY  1985,  the  PBGC  issued  in  proposed 
or  final  form  11  regulations.  Seven  were 
multiemployer,  three  were  single-employer,  and  one 
regulation  applied  to  both  programs. 
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Multiemployer  Regulations 

During  FY  1985,  the  PBGC  issued  three 
proposed  and  four  final  regulations  under  the  provi- 
sions of  ERISA,  as  amended  by  MPPAA.  The 
following  paragraphs  briefly  describe  these  seven 
regulations. 

Allocating  Unfunded  Vested  Benefits:  Sec- 
tion 4211  of  ERISA  authorizes  the  PBGC  to  establish 
alternatives  to  the  statutory  methods  for  allocating 
unfunded  vested  benefits.  Multiemployer  plans  may 
adopt  these  alternative  allocation  methods  without 
requiring  the  PBGC's  approval.  Section  4211  also  re- 
quires the  PBGC  to  establish  procedures  under 
which  multiemployer  plans  may  apply  for  approval 
of  other  alternative  allocation  methods. 

In  September  1985,  the  PBGC  issued  a  pro- 
posed regulation  to  (1)  establish  additional  alter- 
natives to  the  statutory  allocation  methods  that 
could  be  made  without  the  PBGC's  approval  and 
(2)  simplify  procedures  for  requesting  the  PBGC's 
approval  of  alternative  methods. 

Redetermination  of  Withdrawal  Liability 
Upon  Mass  Withdrawal:  The  rules  for  determining 
an  employer's  withdrawal  liability  do  not  necessarily 
allocate  a  plan's  total  unfunded  vested  benefits, 
because  other  rules  reduce  or  eliminate  withdrawal 
liability  (e.g.,  the  de  minimis  rule).*  Section  4219(c)  (1)  (D) 
of  ERISA,  however,  requires  that  the  PBGC  issue 
regulations  providing  for  the  full  allocation  of  a 
plan's  unfunded  vested  benefits  in  the  event  of  (1)  a 
mass  withdrawal  termination  or  (2)  the  withdrawal 
of  substantially  all  employers  pursuant  to  an  agree- 
ment or  arrangement  to  withdraw. 

In  November  1984,  the  PBGC  issued  a  pro- 
posed regulation  that  set  forth  rules  for  performing 
this  special  mass  withdrawal  allocation.  Adoption  of 
a  final  regulation  is  now  expected  in  FY  1986. 


Valuation  of  Plan  Assets  and  Plan  Benefits 
Following  Mass  Withdrawal:  Section  4281  of  ERISA 
requires  a  multiemployer  plan  that  has  terminated 
by  mass  withdrawal  to  perform  an  annual  valuation 
of  its  nonforfeitable  benefits  and  assets  (including 
outstanding  claims  for  withdrawal  liability).  Further, 
this  valuation  must  be  done  in  accordance  with 
PBGC  regulations.  In  order  for  a  plan  to  perform 
the  section  4219(c)  (1)  (D)  mass  withdrawal  alloca- 
tion, it  must  first  value  its  assets  and  liabilities. 

In  February  1985,  the  PBGC  issued  a  pro- 
posed regulation  prescribing  rules  for  performing 
these  valuations,  including  rules  for  valuing  outstand- 
ing claims  for  withdrawal  liability.  It  is  expected  that 
a  final  regulation  will  be  adopted  in  FY  1986. 

Arbitration  of  Disputes  in  Multiemployer 
Plans:  Section  4221  of  ERISA  provides  that  any 
dispute  between  an  employer  and  plan  sponsor 
regarding  the  determination  of  the  employer's 
withdrawal  liability  is  to  be  resolved  through  arbitra- 
tion. Section  4221  further  provides  that  this  arbitra- 
tion be  conducted  in  accordance  with  fair  and 
equitable  procedures  prescribed  by  the  PBGC. 

In  August  1985,  the  PBGC  issued  a  final 
regulation  setting  forth  these  arbitration  procedures. 
In  addition,  the  PBGC  determined,  in  a  notice 
published  in  September  1985,  that  the 
Multiemployer  Pension  Plan  Arbitration  Rules- 
sponsored  by  the  International  Foundation  of 
Employee  Benefit  Plans  and  administered  by  the 
American  Arbitration  Association— could  be  used 
for  arbitrations  conducted  under  section  4221  of 
ERISA. 


*  Section  4029  of  ERISA  (the  de  minimis  rule)  waives  or  partially 
waives  withdrawal  liability  when  small  amounts  are  involved. 
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Powers  and  Duties  of  Sponsors  of  Plans 
Terminated  by  Mass  Withdrawal:  Notices  of  Benefit 
Reductions  and  Suspensions:  Under  section  4281  of 
ERISA,  the  sponsor  of  a  plan  terminated  by  mass 
withdrawal  is  required  under  certain  circumstances 
to  amend  the  plan  to  eliminate  benefits  not  eligible 
for  the  PBGC's  guarantee  under  section  4022A.  In 
addition,  if  the  plan  becomes  insolvent,  the  sponsor 
must  suspend  the  payment  of  benefits  in  excess  of 
those  guaranteed  by  the  PBGC  that  cannot  be  paid 
with  the  plan's  available  resources. 

In  August  1985,  the  PBGC  published  a  final 
regulation  dealing  with  benefit  reductions  and 
suspensions  under  section  4281.  The  regulation 
prescribes  rules  that  (1)  give  plan  participants  and 
beneficiaries,  as  well  as  the  PBGC,  advance  notice  of 
benefit  reductions  and  suspensions  and  (2)  govern 
when  the  plan  sponsor  must  make  determinations 
of  plan  solvency. 

Notice  of  Insolvency:  Section  4245(e)  of 
ERISA  requires  a  plan  sponsor  of  an  ongoing 
multiemployer  plan  that  may  become  insolvent  to 
give  notice  of  that  fact  to  the  PBGC,  contributing 
employers,  affected  employee  organizations,  and 
plan  participants.  The  plan  sponsor  must  also  notify 
these  parties  of  the  level  of  benefits  that  the  plan 
will  be  able  to  pay  during  any  year  that  it  is  insol- 
vent. Section  4245(e)  requires  that  these  notices  be 
given  in  accordance  with  regulations  issued  by  the 
PBGC. 

In  April  1985,  the  PBGC  issued  a  final 
regulation  that  established  (1)  the  procedures  for  is- 
suing such  a  notice  and  (2)  the  information  it  must 
contain. 


Single-Employer  Regulations 

During  FY  1985,  the  PBGC  issued  one  pro- 
posed and  two  final  rules  affecting  single-employer 
plans.  The  following  paragraphs  briefly  describe  the 
regulations. 

Benefit  Reductions  in  Terminated  Single- 
Employer  Pension  Plans  and  Recoupment  of 
Benefit  Overpayments:  If  a  single-employer  pension 
plan  terminates  with  insufficient  assets  to  pay 
PBGC-guaranteed  benefits,  participants  and 
beneficiaries  are  entitled  to  receive  only  those 
benefits  guaranteed  under  Title  IV  of  ERISA. 
Benefits  paid  in  excess  of  these  amounts  are  subject 
to  recoupment  by  the  PBGC. 

The  amount  guaranteed  under  Title  IV  can- 
not always  be  determined  immediately  following  a 
plan's  termination.  Therefore,  in  January  1985,  the 
PBGC  issued  a  regulation  setting  forth  a  method  for 
estimating  benefits  payable  to  participants  and  their 
beneficiaries.  This  method  must  be  used  until  final 
benefits  can  be  determined.  The  regulation  requires 
plan  administrators  to  make  benefit  reductions 
based  on  these  estimates,  thereby  rninirnizing  the 
incidence  and  magnitude  of  overpayments  and  con- 
sequent recoupment.  The  regulation  also  defines  the 
circumstances  under  which  the  PBGC  will  recoup 
overpayments  and  describes  the  method  by  which 
recoupment  will  be  accomplished. 


Approval  of  Plan  Amendments  Under  Sec- 
tion 4220:  Under  section  4220  of  ERISA,  a 
multiemployer  plan  amendment  that  is  authorized 
under  sections  4201  through  4219  of  ERISA  and  is 
adopted  after  September  26,  1983,  may  be  put  into 
effect  only  if  the  PBGC  approves  it  or  fails  to  disap- 
prove it  within  90  days  after  being  notified  of  its 
adoption. 

In  April  1985,  the  PBGC  issued  a  final 
regulation  setting  forth  the  procedures  for  plans  to 
follow  in  requesting  approval  of  such  plan 
amendments. 
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Determination  of  Plan  Sufficiency  and  Ter- 
mination of  Sufficient  Plans:  The  administrator  of  a 
terminating  single-employer  pension  plan  must 
demonstrate,  by  submission  of  valuation  data,  that 
the  plan  has  assets  sufficient  to  cover  all  Title  IV 
benefits.  In  FY  1985,  the  PBGC  published  a  final 
rule  amending  its  sufficiency  regulation  by  offering 
an  alternative  method  known  as  the  "Enrolled 
Actuary  Certification  Program." 

Under  this  new  program,  the  administrator 
of  a  plan  that  meets  certain  criteria  need  not  submit 
valuation  data  to  the  PBGC  to  demonstrate  suffi- 
ciency but,  instead,  may  submit  an  enrolled  actu- 
ary's statement  certifying  that  the  plan  has  sufficient 
assets  to  cover  Title  IV  benefits. 

Subsequently,  the  plan  administrator  must 
send  in  a  second  certification  indicating  that  the 
distribution  of  plan  assets  complied  with  the  provi- 
sions of  section  4044  of  ERISA.  This  replaces  the  vo- 
luminous follow-up  report  that  is  still  required  for 
plans  not  using  the  new  program. 

This  program  went  into  effect  on 
August  1,  1985. 


Valuation  of  Insurance  Contracts:  The 

assets  of  a  terminating  single-employer  pension  plan 
must  be  valued  and  allocated  to  benefits  payable 
under  the  plan.  The  existing  PBGC  regulation  sets 
forth  standards  for  valuing  assets  but  does  not  con- 
tain specific  presumptions  for  the  valuation  of  in- 
surance contracts  as  plan  assets. 

In  May  1985,  the  PBGC  published  a  pro- 
posed rule  that  would  amend  its  single-employer 
valuation-of-plan-assets  regulation  to  provide 
uniform  standards  for  plan  administrators  to  use  in 
valuing  insurance  contracts  and  insurance  contract 
rights.  A  final  rule  was  under  review  at  the  end  of 
FY  1985  and  is  expected  to  be  issued  in  FY  1986. 


Regulations  Affecting 
Single-Employer  and 
Multiemployer  Plans 

Payment  of  Premiums:  In  March  1985,  the 
PBGC  amended  its  premium  payment  regulation  in 
light  of  the  recommendation  of  the  Grace  Commis- 
sion (the  President's  Private  Sector  Survey  on  Cost 
Control)  that  the  PBGC  improve  its  financial  posi- 
tion by  accelerating  the  premium  due  date.  The 
amended  regulation  provides  that  premiums  are 
generally  now  due  two  months  after  the  plan  year 
closes.  Formerly  they  were  due  after  seven  months. 
The  accelerated  premium  filings,  begun  in  1985,  ap- 
plied to  plans  with  10,000  or  more  participants. 
Beginning  in  1986,  it  will  apply  to  plans  with  500  or 
more  participants.  Plans  with  fewer  than  500  par- 
ticipants will  not  be  affected  by  the  amendment. 
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V.  Legal  Activities 
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Introduction 

At  the  end  of  FY  1985,  the  PBGC  had  129 
cases  in  litigation;  in  contrast,  146  cases  were  in 
litigation  at  the  end  of  FY  1984.  These  totals  do  not 
include  the  364  uncontested  claims  that  were  pend- 
ing in  bankruptcy  courts  at  the  end  of  FY  1985—74 
more  than  at  the  end  of  FY  1984. 

The  following  sections  highlight  FY  1985 
court  decisions  and  important  new  cases  that  may 
have  a  significant  impact  on  the  single-employer 
program  and  on  the  operation  of  the  Multiemployer 
Act. 


Single-Employer  Litigation 

In  Re  Wheeling-Pittsburgh  Steel 
Corporation:  This  case  involves  a  Chapter  11 
bankruptcy  petition  filed  by  Wheeling-Pittsburgh 
Steel  Corporation  (Wheeling-Pittsburgh),  a  company 
that  sponsors  several  pension  plans  (the  Plans)  that 
are  collectively  underfunded  by  over  $400  million. 
In  September  1985,  the  PBGC  sought  to  become  in- 
terim trustee  of  the  Plans.  This  action  was  taken 
after  Wheeling-Pittsburgh  failed  to  satisfy  the 
minimum  funding  requirements  for  the  Plans  and 


in  the  wake  of  a  continuing  strike  that  threatened 
the  company's  existence. 

The  PBGC  sought  appointment  as  interim 
trustee,  rather  than  seeking  to  have  the  Plans  ter- 
minated involuntarily,  in  an  effort  to  give  the  com- 
pany and  the  union  an  opportunity  to  settle  the 
strike  and  thus  avoid  termination  of  the  Plans.  In 
addition,  the  PBGC  argued  that  interim  trusteeship 
would  protect  the  termination  insurance  system  in 
the  following  ways.  First,  it  would  authorize  the 
PBGC  to  direct  the  operations  of  the  Plans  and  to 
obtain  access  to  Plan  records.  Second,  if  the  Plans 
terminated,  it  would  enable  the  PBGC  to  act 
promptly  to  adjust  benefit  payments  to  guaranteed 
levels  and  to  transfer  the  Plans'  assets  to  the  PBGC's 
investment  funds. 

The  PBGC's  application  for  interim 
trusteeship  has  been  held  in  abeyance  pending  fur- 
ther negotiations  among  the  various  parties.  Shortly 
after  the  PBGC  filed  for  interim  trusteeship,  the 
strike  was  settled,  and,  as  part  of  the  settlement 
agreement,  Wheeling-Pittsburgh  moved  for  leave  of 
court  to  reject  the  Plans  as  executory  contracts. 
Wheeling-Pittsburgh  also  asked  for  leave  of  court  to 
initiate  termination  of  the  Plans  under  ERISA 
without  prejudice  to  the  rejection  argument.  The 
court  granted  Wheeling-Pittsburgh's  motion  to  in- 
itiate termination,  and  Wheeling-Pittsburgh  filed 
notices  of  intent  to  terminate  the  Plans. 
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The  PBGC  has  opposed  termination  of  the 
Plans  by  rejection,  and  has  opposed  rejection  of 
statutory  obligations  such  as  minimum  funding  re- 
quirements. Wheeling-Pittsburgh  apparently  con- 
templates some  form  of  continuing  pension 
coverage  for  active  Plan  participants.  The  PBGC, 
therefore,  also  is  reviewing  whether  shifting  the 
burden  for  unfunded  guaranteed  benefits  to  the 
PBGC  and  immediately  creating  new  plans  covering 
the  same  employees  constitutes  a  termination 
cognizable  under  Title  IV  of  ERISA. 

In  Re  Airlift  International,  Inc.:  On  July  11, 
1985,  a  bankruptcy  court  granted  a  motion  for  sum- 
mary judgment  filed  by  the  Airlift  bankruptcy 
trustee  in  this  Chapter  11  proceeding,  holding  that 
the  PBGC's  $916,000  claim  for  post-petition  unpaid 
contributions  was  not  entitled  to  administrative  ex- 
pense priority.  The  PBGC  has  appealed  to  the 
district  court. 

In  Re  AM  International,  Inc.:  The  PBGC 
filed  a  claim  for  employer  liability  pursuant  to 
29  U.S.C.  §1362  against  AM  International,  Inc. 
(AMI),  as  a  result  of  termination  of  AMI's  under- 
funded Euclid  Plant  Pension  Plan.  On  October  14, 
1984,  the  bankruptcy  court  ruled  in  favor  of  the 
PBGC's  position  that  AMI  had  sufficient  net  worth 
to  sustain  this  $5.9  million  claim.  AMI  had  argued 
that  (1)  by  definition,  an  insolvent  Chapter  11  debtor 
has  no  net  worth,  and,  therefore,  the  PBGC  could 
not  pursue  an  employer  liability  claim  against  a  debtor 
in  Chapter  11  reorganization  proceedings  and 
(2)  based  on  AMI's  expert  testimony,  AMI  had  no 
net  worth  as  reflected  in  its  balance  sheet.  The  court 
rejected  both  of  AMI's  arguments  and  adopted  the 
PBGC's  more  flexible  "reorganization  value"  ap- 
proach to  computing  net  worth.  The  court  agreed 
with  the  PBGC's  position  and  went  beyond  the 
balance  sheet  to  take  into  account  certain  off- 
balance-sheet  assets  and  AMI's  reduced  liabilities 
because  of  the  anticipated  compromise  of  debt  that 
generally  occurs  in  a  Chapter  11  reorganization.  The 
court  thus  concluded  that  there  was  sufficient  net 
worth  to  sustain  the  PBGC's  employer  liability 
claim. 


In  Re  Bastian  Company,  Inc.:  Bastian,  a 
Chapter  11  debtor,  moved  the  bankruptcy  court  to 
reject  its  pension  plan  as  an  executory  contract.  The 
PBGC  opposed  on  the  ground  that  a  pension  plan 
must  be  terminated  pursuant  to  procedures  set  forth 
in  Title  IV  of  ERISA  rather  than  through  provisions 
in  the  Bankruptcy  Code.  On  January  21,  1985,  the 
court  agreed  with  the  debtor  and  held  that  ERISA  is 
not  the  exclusive  means  of  terminating  a  pension 
plan;  that  a  pension  plan  is  resectable  under 
11  U.S.C.  §365;  and  that  if  the  court  approves  the  re- 
jection, it  may  relate  back  to  the  filing  of  the  bank- 
ruptcy petition.  The  PBGC  has  appealed  to  the 
district  court. 

PBGC  v.  Center  City  Motors,  Inc.,  et  al.:  In 

this  employer  liability  action,  the  PBGC  sought  pay- 
ment from  a  plan  sponsor  and  other  businesses 
under  common  control.  Defendants  contended  that 
a  rental  proprietorship  under  common  control  with 
the  plan  sponsor  was  not  a  business  and,  therefore, 
not  part  of  the  "trades  or  businesses"  that  constitute 
the  responsible  employer.  Defendants  argued  that 
under  the  Internal  Revenue  Code  the  ownership 
and  rental  of  real  estate  under  a  net  lease  is  con- 
sidered an  investment,  not  a  business,  and  that  the 
same  should  be  true  under  Title  IV  of  ERISA.  On 
November  8,  1984,  the  district  court  rejected  the 
defendants'  argument  and  decided  that  a  rental  pro- 
prietorship that  leases  property  to  the  plan  sponsor 
as  part  of  an  integrated  business  operation  is  a 
business  and  a  part  of  the  employer  for  purposes  of 
Title  IV. 


15 


H 

l 

r 


In  Re  Columbia  Packing  Company:  The 

PBGC,  as  statutory  trustee  of  a  terminated  pension 
plan,  filed  priority  unpaid-contributions  claims 
against  the  debtor  pursuant  to  sections  507(a)(1)  and 
507(a)(4)  of  the  Bankruptcy  Code.  The  debtor  con- 
tended that  ERISA's  minimum  funding  standard,  to 
the  extent  that  it  includes  an  element  of  past  service, 
should  not  be  used  to  calculate  the  amounts  entitled 
to  priority.  The  debtor  also  argued  that  the  claims 
should  only  be  allowed  with  respect  to  employees 
actually  working  during  the  priority  periods.  On 
February  22,  1985,  the  bankruptcy  court  agreed  with 
the  PBGC  and  held  that  the  amounts  entitled  to 
priority  should  be  based  on  ERISA's  minimum  fund- 
ing standard,  but  also  held  that  the  amounts  should 
be  reduced  to  reflect  actual  employment  during  the 
priority  periods.  The  debtor  appealed  the  inclusion 
of  past  service  in  the  priority  claim  to  the  district 
court,  and  the  PBGC  has  cross-appealed  the  limita- 
tion to  employees  working  during  the  priority 
periods. 

In  Re  Retirement  Plan  for  Employees  of 
Electro  Motive  Corporation:  On  June  25,  1985,  the 
court  approved,  in  all  significant  respects,  the 
PBGC's  Plan  for  Distribution  of  the  Assets  of  the 
Electro  Motive  Retirement  Plan.  The  Retirement 
Plan  has  approximately  $1,000,000  in  excess  assets. 
In  approving  the  PBGC's  Plan  for  Distribution,  the 
court  approved  the  PBGC's  recovery  of  all  its  costs 
and  salaries  incurred  in  administering  this  over- 
funded  pension  plan. 


Michota,  et  al.,  v.  Anheuser-Busch,  et  al.: 

Former  participants  in  the  New  Jersey  Brewery 
Employees  Pension  Trust  Fund  brought  a  class  ac- 
tion against  the  PBGC  as  statutory  trustee  of  that 
plan.  The  participants  asserted  that  a  plan  amend- 
ment, which  was  adopted  in  1970  and  which 
eliminated  their  right  to  receive  pension  benefits 
valued  at  between  $10  and  $12  million,  should  not 
apply  to  them  because  they  did  not  receive  ade- 
quate notice  of  its  adoption.  On  February  22,  1985, 
the  U.S.  Court  of  Appeals  for  the  Third  Circuit 
reversed  the  district  court's  judgment  for  the  plain- 
tiffs and  held  that  the  participants  had  adequate 
notice  of  the  amendment.  A  petition  for  rehearing, 
and,  alternatively,  a  suggestion  for  rehearing,  by  the 
entire  court  was  denied  on  March  22,  1985. 


Multiemployer  Litigation 

In  June  1985,  the  U.S.  Supreme  Court 
agreed  to  hear  constitutional  challenges  to  the 
premium  assessments  and  the  withdrawal  liability 
provisions  of  the  Multiemployer  Pension  Plan 
Amendments  Act  of  1980.  As  described  in  the 
following  two  cases,  the  challenges  were  filed  by  a 
multiemployer  pension  plan  and  by  an  employer 
who  had  withdrawn  from  it.  The  PBGC  is  defend- 
ing the  act  in  both  appeals.  Argument  is  expected  to 
take  place  in  FY  1986. 

John  L.  Connolly,  et  al.,  v.  PBGC:  In 

December  1984,  a  three-judge  district  court  held  that 
the  premium  assessments  and  the  withdrawal 
liability  provisions  of  the  Multiemployer  Pension 
Plan  Amendments  Act  of  1980  do  not  violate  the 
Fifth  Amendment  to  the  US.  Constitution. 

Two  plaintiffs— the  trustees  of  a  construc- 
tion workers  pension  plan  and  an  employer  who  in- 
tervened to  challenge  the  assessment  of  withdrawal 
liability  against  it  by  the  plan— appealed  the  district 
court's  ruling  to  the  U.S.  Supreme  Court. 

The  PBGC  has  filed  a  brief  in  defense  of  the 
Multiemployer  Act.  Seven  courts  of  appeal  have 
previously  upheld  the  Act's  withdrawal  liability  pro- 
visions against  constitutional  challenges  similar  to 
those  raised  in  Connolly. 
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Keith  Fulton  &  Sons,  Inc.  v.  New  England 
Teamsters  and  Trucking  Industry  Pension  Fund:  In 

August  1984,  a  three-judge  panel  of  the  U.S.  Court 
of  Appeals  for  the  First  Circuit  held  that  the  Multi- 
employer Act's  dispute-resolution  procedures  violate 
the  Fifth  Amendment  to  the  U.S.  Constitution.  The 
panel  stated  that  the  Act's  presumption  favoring  the 
correctness  of  withdrawal  liability  assessments  by 
multiemployer  plans  denies  due  process  to 
withdrawing  employers  who  challenge  the  correct- 
ness of  those  assessments. 

The  PBGC,  which  had  not  previously  been 
a  party  to  the  case,  moved  to  intervene  for  the  pur- 


pose of  seeking  a  rehearing  by  the  full  First  Circuit 
and  a  review  by  the  U.S.  Supreme  Court  if  the  full 
circuit  adhered  to  the  panel's  decision.  In  October 
1984,  the  court  permitted  the  PBGC  to  intervene 
and  agreed  to  rehear  the  case. 

In  May  1985,  the  First  Circuit  overturned 
the  panel's  decision  and  ruled,  4  to  2,  that  the 
Multiemployer  Act  is  constitutional  in  all  aspects. 
The  First  Circuit  thereby  adopted  the  unanimous 
view  of  the  other  courts  of  appeals  that  have  con- 
sidered the  constitutionality  of  the  Act's  dispute- 
resolution  procedures. 
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Appeals  Board 


Graph  V:  Appeals  Caseload 


The  PBGC's  Rules  for  Administrative 
Review  of  Agency  Decisions,  issued  in  1979, 
established  an  Appeals  Board  to  review  and  decide 
appeals  of  the  agency's  initial  determinations.  The 
Board,  which  is  made  up  of  senior  agency  officials, 
reviews  initial  decisions  by  PBGC  departments  con- 
cerning (1)  entitlement  to  termination  insurance 
coverage,  (2)  entitlement  to  and  the  amount  of 
guaranteed  benefits,  and  (3)  obligations  for  payment 
of  employer  liability.  Aggrieved  parties  are  allowed 
45  days  after  the  date  of  the  PBGC  departments' 
determination  in  which  to  file  an  appeal  or  to  re- 
quest a  filing  extension. 

The  appeals  process  allows  the  agency  to 
first  review  its  decisions  without  burdening  itself  or 
aggrieved  parties  with  costly  litigation.  Appeals 
Board  decisions  are  final  agency  decisions  and  are 
subject  to  review  by  a  U.S.  district  court. 

When  the  Appeals  Board  finds  that  an  in- 
itial benefit  determination  by  the  PBGC  department 
is  incorrect,  the  determination  is  corrected  for  the 
appellant,  and  for  any  other  similarly  situated  plan 
participants.  For  example,  the  Board  found  that  four 
appellants  in  a  particular  plan  should  not  have  had 
their  pension  benefits  reduced  by  the  PBGC.  That 
decision  was  then  applied  to  nearly  300  other  par- 
ticipants in  the  plan  who  had  not  appealed,  thus 
ensuring  that  all  plan  participants  received  the  full 
pension  protection  guaranteed  by  Title  IV  of  ERISA. 
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The  PBGC's  Rules  for  Administrative 
Review  of  Agency  Decisions  also  provide  for  recon- 
sideration by  the  appropriate  Department  Director 
of  other  decisions  made  by  the  Corporation.  For  ex- 
ample, the  Insurance  Operations  Department  ruled 
in  FY  1985  on  105  requests  for  reconsideration  of 
voided  filings  of  termination  notices,  and  the  Finan- 
cial Operations  Department  ruled  on  623  recon- 
siderations regarding  premium  collections,  which 
included  related  interest  and  penalty  assessments. 


Appeals  Activity:  The  number  of  pending 
appeals  cases  was  reduced  by  over  15  percent  dur- 
ing FY  1985.  At  year-end,  237  cases  were  pending, 
compared  to  280  cases  pending  at  the  end  of  FY 
1984.  The  Appeals  Board  closed  a  total  of  265  cases 
during  the  year;  222  new  cases  were  docketed  (see 
Graph  V). 


Freedom  of  Information 
and  Privacy  Acts 

In  FY  1985,  the  PBGC  received  a  total  of  943 
requests  under  the  Freedom  of  Information  Act 
(FOIA)  and  Privacy  Act  (PA),  25  percent  more  than 
in  FY  1984.  This  is  equal  to  almost  four  requests  per 
day.  This  increased  activity  parallels  a  similar  in- 
crease in  FY  1984.  The  public  continues  to  make  ex- 
tensive use  of  FOIA  to  obtain  information  in 
connection  with  (1)  pending  and  potential  litigation 
and  (2)  administrative  review  of  agency  decisions. 
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VI.  Financial  Activities 


Overview 

The  Financial  Statements  for  the  year  end- 
ed September  30,  1985,  show  an  $853.8  million  net 
operating  loss  for  the  single-employer  and  multi- 
employer programs  combined.  This  reflects  a  loss  of 
$863.3  million  for  the  single-employer  program  (in- 
cluding $464.0  million  for  pending  terminations)  and 
a  gain  of  $9.5  million  for  the  multiemployer 
program. 

The  following  graphs  highlight  key  financial 
aspects  of  the  single-employer  program: 

•  Single-employer  expenses  continued  to  out- 
pace revenue  as  the  deficit  increased 

(see  Graph  VI.l). 

•  Losses  from  the  single-employer  program 
reached  an  all-time  high  in  FY  1985  (see 
Graph  VI.2). 


•  The  single-employer  accumulated  deficit  rose 
sharply  in  FY  1985— primarily  due  to  the  two 
inordinately  large  losses  discussed  earlier  (see 
Graph  VI.3). 

•  In  FY  1985,  the  PBGCs  deficit  reached  a 
record  high  at  the  same  time  that  assets,  as  a 
percentage  of  liabilities,  declined  to  a  record 
low  (see  Graph  VI  .4). 

The  PBGCs  investments  and  liabilities  are 
both  appraised  at  current  market  values,  which  means 
that  both  asset  and  liability  values  are  susceptible  to 
interest  rate  changes.  Because  the  PBGCs  liabilities 
exceeded  the  value  of  its  assets  in  FY  1985,  declining 
interest  rates  had  a  greater  impact  on  the  value  of  its 
liabilities  than  on  its  assets. 

More  detailed  information  concerning  the 
PBGCs  financial  results  for  FY  1985  can  be  found  in 
the  Financial  Statements  (beginning  on  p.  26)  and 
the  Actuarial  Report  (beginning  on  p.  43). 
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Assets  and  Investment 
Management 

Investment  Structure:  The  PBGC  maintains 
two  financial  programs,  each  consisting  of  a  revolv- 
ing fund  and  a  trust  fund,  to  finance  its  pension  in- 
surance programs  covering  multiemployer  and 
single-employer  plans. 

Revolving  Funds:  They  provide  for  (1)  the 
collecting  of  premiums,  (2)  the  Corporation's  ad- 
ministrative expenditures,  and  (3)  the  payment  of 
portions  of  pension  benefits  that  are  unfunded  by 
trust  funds. 

The  revolving  funds  consist  of  U.S.  Govern- 
ment Treasury  securities  selected  by  the  PBGC's 
fixed-income  investment  advisor.  The  funds  are  ob- 
tained from  premium  revenue  and  investment  earn- 
ings therefrom  and  had  a  net  market  value  of 
$333.7  million  as  of  September  30,  1985. 

Trust  Funds:  They  provide  for  the  payment 
of  the  funded  portion  of  benefit  payments  and  trust- 
fund  administrative  expenses.  They  consist  of  assets 
from  (1)  commingled  funds,  (2)  trusteed  plans 
awaiting  commingling,  (3)  plans  pending  trustee- 
ship, (4)  plans  pending  termination,  and 
(5)  expected  employer  liability  payments. 

When  the  PBGC  becomes  trustee  of  a  plan, 
it  generally  commingles  assets  and  invests  them  in  a 
diversified  portfolio  of  securities,  which  are  man- 
aged by  outside  investment  management  firms  hired 
by  the  PBGC.  Each  firm  operates  within  its  own 
area  of  specialized  investment  expertise,  subject  to 
PBGC  guidelines. 

In  recent  years,  the  PBGC  has  placed 
greater  emphasis  on  obtaining  custody  of  plan 
assets  as  quickly  as  possible.  By  doing  this,  the  Cor- 
poration accelerates  the  takeover  of  assets  so  that 
they  can  be  managed  in  accordance  with  the  Cor- 
poration's objectives  and  requirements. 


Custodian  Bank  and  Investment  Managers: 

The  custodian  bank  manager  serves  as  the  central 
depository  for  trust-fund  assets.  It  secures  the  assets 
from  terminated  plans,  redistributes  assets  (upon  direc- 
tion by  the  PBGC)  to  the  Corporation's  investment 
managers,  collects  and  monitors  payments  received 
by  the  PBGC,  and  clears  the  security  purchases  and 
sales  for  investment  managers.  After  conducting  a 
review  of  competitor  organizations,  the  PBGC 
renewed  the  custodian  bank  contract  with  State 
Street  Bank  and  Trust  Company  of  Boston. 

The  Corporation  establishes  its  investment 
guidelines  and  overall  policy  in  consultation  with 
the  PBGC  Advisory  Committee  (whose  members 
are  listed  on  p.  61)  and  the  Committee's  In- 
vestment Subcommittee. 

Restructuring  of  the  PBGC's  investment 
management  program— begun  in  FY  1984— continued 
during  FY  1985.  Contracts  with  equity  managers 
Putnam  Advisors  and  Alliance  Capital  Management 
were  not  continued,  and  three  new  equity  managers 
were  retained: 

Interfirst  Investment  Management 
Dallas,  Texas 

Lazard  Freres  Asset  Management 
New  York,  New  York 

Lehman  Management 
New  York,  New  York 

In  addition,  the  Corporation  retained  the 
following  equity  managers  in  FY  1985: 

Chase  Investment  Management 
New  York,  New  York 

Dimensional  Fund  Advisors 
Chicago,  Illinois 

McCowan  &  Associates 
New  York,  New  York 

Rollert  &  Sullivan 
Boston,  Massachusetts 

United  Capital  Management 
Denver,  Colorado 
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The  manager  for  advising  on  the  invest- 
ment of  revolving-fund  assets  in  U.S.  Government 
securities  continued  to  be: 

Morgan  Stanley  Asset  Management 
New  York,  New  York 

Management  of  the  trust  fund's  fixed  in- 
come portfolio  was  assigned  to: 

Pacific  Investment  Management  Co. 
Newport  Beach,  California 

The  PBGC  continued  its  relationship  with 
its  three  real  estate  money  managers: 

JMB  Realty  Advisors 
Chicago,  Illinois 

RREEF 

San  Francisco,  California 

TCW  Realty  Advisors 
Los  Angeles,  California 


Investment  Performance 

Total  investment  returns  for  the  Trust  and 
Revolving  Funds  were  15.2  percent  for  FY  1985.  The 
Revolving  Fund  earned  20.6  percent  and  the  Trust 
Fund  earned  12.7  percent.  The  Trust  Fund  Equity 
Managers  earned  11.5  percent  compared  to  14.5  per- 
cent for  Standard  &  Poor's  Stock  Price  Index  during 
FY  1985.  The  PBGC  has  altered  its  investment 
management  strategy  to  reduce  volatility.  The  invest- 
ment objective  is  to  outperform  the  market  as 
measured  by  appropriate  market  indexes  for  various 
asset  categories.  It  is  expected  that  performance  will 
exceed  the  indexes  over  a  market  cycle. 

Table  VI.  illustrates  the  PBGC's  investment 
results  for  FY  1985  and  FY  1984,  and  for  the  five 
years  ended  September  30,  1985. 


Premium  Income:  During  FY  1985, 
premium  income,  including  penalty  payments  and 
interest,  increased  by  $3.2  million  to  a  total  of 
$96.0  million  for  the  year.  This  increase  is  due 
primarily  to  the  multiemployer  rate  increase  from 
$1.40  to  $1.80  per  plan  participant  for  plan  years 
commencing  after  September  26,  1984. 

The  PBGC's  FY  1985  premium  receipts 
reflect  the  implementation  of  the  regulation  that  ac- 
celerates premium  payments  (discussed  on  p.  13).  In 
1985,  this  regulation  applied  to  plans  with  10,000  or 
more  participants.  Thus,  while  it  affected  less  than 
1  percent  of  the  total  number  of  plans  insured  by 
the  PBGC,  it  accounted  for  almost  half  of  the 
PBGC's  premium  receipts. 

In  1986,  the  program  will  apply  to  all  plans 
with  500  or  more  participants.  Even  then,  it  will 
apply  to  less  than  9  percent  of  the  plans  insured  by 
the  PBGC,  but  will  account  for  about  87  percent  of 
total  PBGC  premium  receipts.  Because  this  accelera- 
tion brings  premium  receipts  into  the  Corporation 
more  quickly,  investments  can  be  made  more  quick- 
ly, thereby  increasing  the  PBGC's  investment 
income. 

However,  since  premium  income  is  earned 
throughout  the  year,  the  total  amount  of  premium 
income  is  not  affected. 

Benefit  Payments  and  Reserve  for 
Present  Value  of  Guaranteed  Benefits:  During 
FY  1985,  the  PBGC's  total  annual  benefit  payments 
amounted  to  $173.7  million,  an  increase  of  $0.8 
million  over  the  amount  paid  out  in  1984. 

The  PBGC's  Reserve  for  Present  Value  of 
Guaranteed  Benefits  increased  by  $1,163  million  to  a 
total  of  $2,701  million  at  the  end  of  FY  1985.  This  in- 
crease is  primarily  attributable  to  (1)  the  large  plan 
terminations  that  occurred  late  in  the  fiscal  year  and 
(2)  a  decrease  in  the  interest  rate  used  to  value  the 
reserve.  As  a  result,  the  increase  in  the  reserve  had 
minimal  impact  on  the  benefits  paid  during  the 
year.  The  PBGC  expects  that  its  benefit  payments 
during  FY  1986  will  increase  substantially. 
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Reserve  for  Estimated  Future  Financial 
Assistance  for  Multiemployer  Plans:  During 
FY  1985,  the  Reserve  for  Estimated  Future  Financial 
Assistance  was  adjusted  to  $25.1  million  as  com- 
pared to  $19.4  million  for  FY  1984.  This  reserve 
represents  the  amount  of  unrecoverable  financial 
assistance  the  PBGC  expects  to  have  to  grant  in  the 
future.  The  adjustment  reflects  (1)  the  inclusion  in 
the  reserve  of  two  additional  plans  and  (2)  revised 
estimates  of  the  amount  of  unrecoverable  financial 
assistance  that  will  be  needed  for  the  five  plans 
previously  included  in  the  reserve. 


Table  VI.:  Performance  Figures  by  Percentage  for  Revolving  Funds  and 

Trust  Funds 


Annual  Rates  of  Return 


Five  Years  Ended 

FY 

FY 

September  30,  1985 

1985 

1984 

(Annualized) 

Revolving  Funds 

20.6 

7.6 

11.9 

Shearson  Lehman 

21.2 

6.6 

12.3 

Government/Bond  Index 

Trust  Funds 

12.7 

-4.0 

15.1 

Total  Invested  Funds 

15.2 

0.2 

12.0 

Standard  &  Poor's  500 

14.5 

4.6 

15.1 

Stock  Price  Index 
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Introduction  To  Financial 
Statements 

PBGC  management  has  prepared  the  ac- 
companying Statements  of  Financial  Condition  of 
the  Corporation  as  of  September  30,  1985  and  1984, 
the  Statements  of  Operations  and  Changes  in  Equi- 
ty, and  the  Statements  of  Changes  in  Financial  Con- 
dition for  the  years  ended  September  30,  1985  and 
1984. 

As  discussed  in  Annual  Reports  for  fiscal 
years  1981  through  1984,  the  General  Accounting 
Office  (GAO)  issued  a  disclaimer  of  opinion  on  the 
PBGC  Financial  Statements  for  the  year  ended 
September  30,  1980.  The  disclaimer  was  based  on: 
(1)  material  accounting  and  estimating  problems 
(primarily  in  estimating  the  liability  for  the  present 
value  of  guaranteed  future  benefits),  (2)  internal 
control  problems,  and  (3)  other  factors  beyond  the 
Corporation's  control.  The  GAO  did  not  assert  that 
the  liabilities  reported  for  the  present  value  of 
guaranteed  future  benefits  were  incorrect,  but  rather 
that  the  available  data,  upon  which  they  were 
based,  were  inadequate  to  provide  a  reliable 
estimate. 

The  GAO  has  since  noted  that  the  PBGC 
has  made  progress  in  eliminating  many  of  the  defi- 
ciencies covered  in  the  audit  of  the  Corporation's 
1980  Financial  Statements.  The  GAO's  management 
review  in  FY  1984,  for  example,  observed  that 
significant  improvements  had  been  made  and  were 
continuing  to  be  made. 

In  the  opinion  of  management,  the  Finan- 
cial Statements  present  fairly  the  financial  position 
of  the  PBGC  at  September  30,  1985,  and  September 
30,  1984,  and  for  the  periods  then  ended,  in  con- 
formity with  generally  accepted  accounting  prin- 
ciples and  actuarial  standards  applied  on  a  con- 
sistent basis.  Note  18  of  the  Financial  Statements 
discusses  related  pending  terminations  that  have  a 
material  effect  on  the  financial  results  being 
reported. 


Single-Employer  Program:  In  addition  to 
the  present  value  of  guaranteed  future  benefits  of 
terminated  plans  for  which  the  PBGC  has  assumed 
or  will  assume  trusteeship,  the  reserve  could  in- 
clude: (1)  estimates  of  the  present  value  of 
guaranteed  future  benefits  of  specific  large  plans 
that  terminated  after  the  Corporation's  fiscal  year- 
end  or  that  are  expected  to  terminate  in  the 
foreseeable  future  and/or  (2)  certain  probable  net 
losses  from  small  plan  terminations  about  which  the 
PBGC  did  not  have  specific  knowledge  as  of  the 
date  the  Financial  Statements  were  prepared. 

For  FY  1985,  the  large  plans  of  one  sponsor 
with  expected  termination  dates  after  FY  1985  are  in- 
cluded in  this  year's  reserve  because  of  their 
materiality.  Probable  losses  for  small  plans  were  deter- 
mined to  be  immaterial  and  have  been  excluded 
from  this  year's  reserve  (see  Note  8). 

Multiemployer  Program:  In  accordance 
with  the  MPPAA,  the  PBGC  does  not  make 
payments  from  its  revolving  funds  until  a  multi- 
employer plan's  assets  have  been  depleted.  At  that 
time,  the  PBGC  provides  financial  assistance  to  the 
insolvent  plan.  The  prospect  of  collectibility  is 
evaluated.  The  amount  deemed  uncollectible  is 
recorded  as  a  reserve  and  reflected  as  a  loss  for  the 
period. 

In  FY  1985,  the  expected  requirement  for 
future  financial  assistance  increased  to  $25.1  million 
from  $19.4  million.  Accordingly,  a  loss  from  financial 
assistance  was  recorded,  and  the  corresponding 
reserve  was  increased. 
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Litigation:  Currently  pending  is  litigation 
that  could  have  significant  financial  implications  for 
the  single-employer  program  and  the  multiemployer 
program.  Some  of  the  major  issues  involve  the  abili- 
ty of  the  Corporation  to  (1)  assess  and  collect  em- 
ployer liability  and  contributions  due  from 
employers  in  certain  circumstances,  (2)  establish 
whether  terminations  have  occurred,  and  (3)  deter- 
mine whether  certain  benefits  are  guaranteed  by  the 
PBGC  (see  Note  17).  Although  management  and 
counsel  believe  that  the  PBGC's  position  in  these 
matters  will  be  upheld  by  the  courts,  neither  can 
predict  the  final  outcome  of  this  litigation. 

The  ultimate  resolution  of  these  legal  mat- 
ters, however,  may  have  a  material  impact  on  the 
financial  condition  of  the  Corporation  and  the 
results  of  operations  as  reported  in  the  Financial 
Statements  (beginning  on  p.  26). 

November  22,  1985 


Management's  Review  of  Changes  in  the 
Statements  of  Operations:  For  the  year  ended 
September  30,  1985,  PBGC  operations  resulted  in  a 
loss  of  $853.8  million,  whereas  there  was  a  gain  of 
$72.6  million  for  FY  1984.  This  year's  loss  is  nearly 
double  the  accumulated  losses  reported  for  the  first 
10  years  of  the  Corporation's  existence.  For  FY  1985, 
the  single-employer  program  lost  $863.3  million,  and 
the  multiemployer  program  reported  a  gain  of 
$9.5  million. 

Investment  and  other  income  increased 
significantly  in  FY  1985  to  $138.4  million,  compared 
to  $33.1  million  in  FY  1984.  This  increase  in  invest- 
ment income  is  mostly  due  to  the  decline  in  interest 
rates  during  FY  1985. 

This  year's  decline  in  interest  rates,  com- 
pared to  last  year's  rise,  is  also  the  primary  cause  for 
the  difference  between  the  FY  1985  $386.4  million  ac- 
tuarial charge  and  the  FY  1984  $22.1  million  actuarial 
credit.  The  net  change  between  the  two  fiscal  years 
was  $408.5  million.  (See  table  in  Note  8  of  the  Finan- 
cial Statements.) 

Losses  from  plans  terminated  and  plans 
pending  termination  rose  to  $657.9  million  in 
FY  1985  from  $41.4  million  in  FY  1984.  This  year's  loss 
was  more  than  triple  the  previous  largest  annual 
loss  ever  reported  by  the  PBGC  and  was  due  almost 
entirely  to  the  termination  of  the  plans  of  two 
employers.  (For  greater  detail  see  pp.  48-50  in  the 
Actuarial  Report.)  The  PBGC's  claims  experience  is 
highly  sensitive  to  the  absence  or  presence  of  large 
claims. 

Administrative  expenses  were  12.1  percent 
higher  in  FY  1985  than  in  FY  1984.  This  rise  is  at- 
tributed to  the  Corporation's  increased  processing 
activities  and  normal  inflation. 
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Financial  Statements 


Pension  Benefit  Guaranty  Corporation 
Statements  of  Financial  Condition 


(Dollars  in  thousands) 
Assets 


Single-Employer 
Fund 

September  30, 
1985  1984 


Multiemployer 
Fund 

September  30, 
1985  1984 


Total 


September  30, 
1985  1984 


Investments  of  the  revolving  funds  and 

trusteed  plans,  at  market  —  Note  3 
Cash 

Premium  income  receivable  —  Note  10 
Notes  receivable  —  financial  assistance 

program,  net  —  Note  4 
Contributions  due  from  employers  — 

Note  5 
Installments  receivable  from 

insurance  companies 
Other  receivables  —  Note  6 
Amounts  due  from  employer 

liability  —  Note  7: 
By  agreement 

Estimated  future  settlements 
Investments  not  in  trusteeship,  at  market: 

Terminated  plans  pending  trusteeship, 
net  —  Note  3 
Plans  pending  termination  —  Note  18 
Furniture  and  equipment,  net  of 

accumulated  depreciation  —  Note  15 


$953,631       $831,915     $71,477  $53,031  $1,025,108  $884,946 

732            1,631            141  173  873  1,804 

4,878            5,364         1,636  1,845  6,514  7,209 

2,046  1,516  2,046  1,516 

60,985           51,083               0  0  60,985  51,083 


2,351 
10,785 

26,753 
12,644 

0 
24 

0 
39 

2,351 
10,809 

26,753 
12,683 

4,128 
61,564 

4,894 
62,885 

165 
1,696 

231 
3,030 

4,293 
63,260 

5,125 
65,915 

52,831 
207,200 

64,154 
0 

615 
0 

625 
0 

53,446 
207,200 

64,779 
0 

2,678 

1,944 

649 

296 

3,327 

2,240 

$1,361,763 

$1,063,267 

$78,449 

$60,786 

$1,440,212 

$1,124,053 

See  Notes  to  Financial  Statements. 
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Pension  Benefit  Guaranty  Corporation 
Statements  of  Financial  Condition 


Single-Employer 
Fund 

September  30, 
1985  1984 


(Dollars  in  thousands) 
Liabilities 


Reserve  for  present  value  of  guaranteed 
future  benefits  —  Note  8: 
Trusteed  plans  $1,851,000    $1,369,600 

Terminated  plans  pending 

trusteeship  132,000         127,000 

Plans  pending  termination  —  Note  18       671,200  0 

Reserve  for  estimated  future  financial 

assistance,  net  —  Note  9  

2,654,200      1,496,600 

16,872  16,154 

15,951  12,502 


Multiemployer 
Fund 

September  30, 
1985  1984 


Total 


September  30, 
1985  1984 


$20,800    $21,400      $1,871,800    $1,391,000 


Unearned  premium  income  —  Note  10 
Accounts  payable  and  accrued 
expenses  —  Note  11 


900  600 

0  0 

25,100  19,400 

46,800  41,400 

4,004  1,978 

916  197 


132,900  127,600 

671,200  0 

25,100  19,400 

2,701,000  1,538,000 

20,876  18,132 

16,867  12,699 


Equity 

Accumulated  results  of  operations  — 

(deficit) 
Commitments  and  contingencies  — 

Notes  8,  11,  17,  and  19 


See  Notes  to  Financial  Statements. 


2,687,023   1,525,256   51,720   43,575   2,738,743   1,568,831 


(1,325,260)   (461,989)   26,729   17,211   (1,298,531)   (444,778) 


$1,361,763  $1,063,267   $78,449  $60,786   $1,440,212  $1,124,053 
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Pension  Benefit  Guaranty  Corporation 
Statements  of  Operations  and  Changes  in  Equity 


Single-Employer 

Multiemployer 

Fund 

Fund 

Total 

Year  Ended 

Year  Ended 

Year  Ended 

September  30, 

September  30, 

September  30, 

(Dollars  in  thousands) 

1985                1984 

1985           1984 

1985                1984 

Revenues 

Premium  income  including  penalty  and 

interest  —  Note  10 

$       81,736    $    80,488 

$14,225     $12,247 

&       95,961    $    92,735 

Investment  and  other  income  —  Note  12 

129,332         29,670 

9,072        3,380 

138,404         33,050 

Total 

211,068        110,158 

23,297      15,627 

234,365        125,785 

Expenses 


I 


I 
r 


Losses  (gains)  from  plans  terminated 
and  plans  pending  termination  — 
Note  13 
Losses  from  financial  assistance  — 

Note  14 
Administrative  expenses 
Actuarial  charges  (credits)  —  Note  8 
Total 


657,905 


33,203 

383,231 

1,074,339 


41,715 


30,318 
(23,207) 
48,826 


6,448 
4,154 
3,169 
13,779        4,385 


(358) 

640 
2,989 
1,114 


657,913         41,357 


6,448 

37,357 

386,400 

1,088,118 


640 
33,307 
(22,093) 
53,211 


Results  of  operations  —  income  (loss) 


(863,271)        61,332  9,518      11,242 


(853,753)        72,574 


Accumulated  results  of  operations  — 
beginning  of  period  —  (loss) 


(461,989)     (523,321)       17,211        5,969  (444,778)     (517,352) 


Accumulated  results  of  operations  — 
end  of  period  —  (loss) 


$(1,325,260)   $(461,989)     $26,729    $17,211      $(1,298,531)   $(444,778) 


See  Notes  to  Financial  Statements. 
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Pension  Benefit  Guaranty  Corporation 
Statements  of  Changes  in  Financial  Condition 


(Dollars  in  thousands) 


Single-Employer 
Fund 

Year  Ended 

September  30, 

1985  1984 


Multiemployer 
Fund 

Year  Ended 
September  30, 
1985  1984 


Total 


Year  Ended 

September  30, 

1985  1984 


Sources  of  Funds  from  Operations 

Results  of  operations  —  income  (loss) 
Charges  to  operations  not  affecting  cash 
and  investments: 
Depreciation 

Present  value  of  liabilities  assumed 
Actuarial  charges  (credits) 
Increase  (decrease)  in  reserve  for 

pending  terminations 
Increase  in  reserve  for  future  financial 
assistance 
Increase  (decrease)  in  unearned 
premiums 

Total  funds  provided  by  operations 

Uses  of  Funds 

Additions  to  furniture  and  equipment 
Increase  (decrease)  in  other  assets 
(Increase)  decrease  in  other  liabilities 
Increase  (decrease)  in  investments  not  in 

trusteeship 
Increase  (decrease)  in  amounts  due  from 

employers  and  multiemployer  financial 
assistance 
Benefit  payments 
Total  uses 

Increase  in  cash  and  investments  of 
revolving  funds  and  trusteed  plans 


$(863,271)    $  61,332       $  9,518     $11,242       $(853,753)    $  72,574 


306 

285 

42 

39 

348 

324 

273,404 

119,132 

8 

(500) 

273,412 

118,632 

383,231 

(23,207) 

3,169 

1,114 

386,400 

(22,093) 

671,200 

0 

0 

0 

671,200 

0 

5,700 

400 

5,700 

400 

718 

613 

2,026 

(78) 

2,744 

535 

465,588 

158,155 

20,463 

12,217 

486,051 

170,372 

1,040 

1,648 

395 

288 

1,435 

1,936 

(26,747) 

(2,736) 

306 

(262) 

(26,441) 

(2,998) 

(3,449) 

10,187 

(719) 

201 

(4,168) 

10,388 

195,877        (99,155) 


(10) 


(8)         195,867        (99,163) 


7,815 

5,927 

(1,400) 

680 

6,415 

6,607 

170,235 

169,325 

3,477 

3,614 

173,712 

172,939 

344,771 

85,196 

2,049 

4,513 

346,820 

89,709 

$  120,817 

$72,959 

$18,414 

$  7,704 

$  139,231 

$  80,663 

See  Notes  to  Financial  Statements. 
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Notes  to  Financial  Statements 
September  30,  1985  and  1984 


L 
I 

r 


Introduction 

The  PBGC  provides  pension  coverage, 
within  statutory  limits,  to  participants  in  covered 
single-employer  and  multiemployer  defined  benefit 
pension  plans  that  meet  the  criteria  specified  in  Sec- 
tion 4021  of  ERISA. 

The  PBGC,  which  was  organized  as  a  self- 
financing  corporation,  is  subject  to  the  provisions  of 
the  Government  Corporation  Control  Act.  It  is  fund- 
ed through  premiums  paid  by  covered  pension 
plans,  assets  assumed  from  terminated  plans, 
employer  liability  payments  under  ERISA,  and  in- 
vestment performance  on  all  assets  for  which  the 
Corporation  has  or  will  assume  control. 

Single-Employer  and  Multiemployer 
Funds:  The  Single-Employer  Fund  includes  the 
assets  and  liabilities  of  (1)  all  defined  benefit  pen- 
sion plans  for  which  the  PBGC  is  trustee,  (2)  those 
plans  that  have  terminated  and  are  expected  to  be 
trusteed  by  the  PBGC,  and  (3)  those  plans  that  the 
PBGC  has  determined  are  pending  termination. 

The  PBGC's  loss  is  determined  as  of  the 
plans'  termination  dates  or,  in  the  case  of  plans  pend- 
ing termination,  the  fiscal  year-end.  The  loss  is 
equal  to  the  sum  of  the  plan  asset  insufficiencies 
(present  value  of  guaranteed  future  benefits  less 
plan  assets  acquired)  less  the  sum  of  the  estimated 
present  value  of  amounts  expected  to  be  recovered 
from  employers.  Amounts  collectible  from  employ- 
ers are  determined  in  accordance  with  the  employer 
liability  provisions  of  ERISA. 

The  Multiemployer  Fund,  like  the  Single- 
Employer  Fund,  includes  the  assets  and  liabilities  of 
(1)  all  defined  benefit  pension  plans  for  which  the 
PBGC  is  trustee  and  (2)  those  plans  that  have  ter- 
minated and  are  expected  to  be  placed  in  PBGC 
trusteeship. 


When  the  MPPAA  was  signed  into  law 
on  September  26,  1980,  the  insurable  event  was 
changed  from  plan  termination  to  plan  insolvency. 
The  MPPAA  requires  that  the  PBGC  provide  funds 
to  plans  satisfying  the  statutory  tests  for  financial 
assistance.  Losses  are  recognized  when  the  Corpora- 
tion determines  that  present  or  expected  future 
financial  assistance  is  uncollectible  (for  a  discussion 
of  multiemployer  coverage,  see  Note  4). 

The  Statements  include  estimated  financial 
data  relating  to  certain  plans  for  which  actual  data 
were  unavailable  to  the  PBGC.  In  some  cases,  a  final 
determination  has  not  been  made  as  to  the  effective 
date  of  a  plan's  termination.  In  these  cases,  the 
Statements  reflect  the  date  of  termination  that  the 
PBGC  believes  is  most  appropriate  under  the  cir- 
cumstances. Changes  in  these  and  other  estimated 
values  are  reflected  in  the  Financial  Statements  for 
the  period  in  which  revised  or  final  data  become 
available. 


Note  1  —  Significant  Accounting 
Policies 

Revolving  and  Trust  Funds:  The  PBGC 
maintains  both  a  revolving  fund  and  a  trust  fund  for 
each  of  its  basic  benefit  programs  (single-employer 
and  multiemployer).  These  funds  are  accounted  for 
on  an  accrual  basis.  For  presentation  in  the  Financial 
Statements,  the  revolving  and  trust  funds  have  been 
combined  under  the  appropriate  program.  The 
single-employer  and  multiemployer  programs  are 
separate  entities.  Therefore,  gains  from  one  cannot 
be  used  to  offset  losses  from  the  other. 

Asset  Valuation:  Investments  are  recorded 
at  the  fair  market  value  for  both  the  revolving  fund 
and  the  trust  fund.  Receivables  are  recorded  at  their 
estimated  realizable  value.  Any  realized  or  unreal- 
ized gain  or  loss  in  the  value  of  assets,  after  the  date 
of  termination,  is  included  in  investment  income  in 
the  accompanying  Statements  of  Operations  (see 
Note  3). 
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Premium  Income  Receivable  and  Un- 
earned Premium  Income:  Uncollected  premiums  are 
accrued  as  premium  income  receivable.  Unearned 
premiums  are  recorded  as  unearned  premium  in- 
come and  are  amortized  (see  Note  10). 

Financial  Assistance:  Financial  assistance 
loans  are  recorded  as  receivables,  with  an  allowance 
for  uncollectibility  determined  on  a  case-by-case 
basis.  If  there  is  a  determination  that  a  multi- 
employer plan  will  require  future  nonrecoverable 
financial  assistance  and  the  amount  is  estimable,  an 
accrual  is  made  to  record  the  loss  (see  Notes  4,  9, 
and  14). 

Contributions  Due  from  Employers:  The 

PBGC  recognizes  unpaid  employer  contributions 
estimated  to  be  recoverable  as  assets  of  the  plan  as 
of  the  date  of  termination.  The  amounts  reported 
are  based  on  either  formal  agreements  between  the 
PBGC  and  appropriate  parties  or  estimates  (see 
Note  5). 

Employer  Liability:  The  PBGC  recognizes 
estimated  employer  liability  amounts  (up  to 
statutory  limits)  as  receivables  as  of  the  date  of  ter- 
mination. The  amounts  reported  are  based  on  either 
formal  agreements  between  the  PBGC  and  ap- 
propriate parties  or  estimates  (see  Note  7). 

Present  Value  of  Guaranteed  Future 
Benefits:  The  reserve  for  present  value  of 
guaranteed  future  benefits  includes  (1)  trusteed 
plans,  (2)  terminated  plans  pending  trusteeship,  and 
(3)  plans  pending  termination. 

After  the  date  of  plan  termination,  the 
reserve  is  affected  by  benefits  paid,  accrual  of  in- 
terest due  to  the  passage  of  time,  the  write-off  of 
amounts  not  recoverable  by  the  PBGC,  changes  in 
actuarial  assumptions,  and  other  factors.  The  impact 
of  these  adjustments  is  reported  as  an  actuarial 
charge  (credit)  in  the  Statement  of  Operations  and 
Changes  in  Equity  (see  Note  8). 


Trusteed  Plans  and  Terminated  Plans  Pend- 
ing Trusteeship:  The  reserve  for  present  value  of 
guaranteed  future  benefits  represents  the  present 
value  of  future  payments  of  guaranteed  benefits  for 
plans  that  have  terminated  as  of  the  end  of  the  fiscal 
year,  and  for  which  the  PBGC  either  has  assumed 
trusteeship  or  expects  to  assume  trusteeship  (see 
Note  8). 

Plans  Pending  Termination:  This  portion  of 
the  reserve  includes  (1)  large  plans  terminated  after 
fiscal  year-end,  (2)  expected  future  large  plan  ter- 
minations, (3)  losses  incurred  but  not  reported  for 
small  plans,  and  (4)  forecasted  future  terminations 
for  small  plans  for  which  the  PBGC  would  seek 
trusteeship  (see  Note  8). 

Losses  (Gains)  from  Plans  Terminated  and 
Pending  Termination:  Amounts  reported  as  losses 
represent  the  difference  between  the  present  value 
of  guaranteed  future  benefits  assumed  less  related 
plan  assets  and  estimated  employer  liability  (see 
Notes  8  and  13). 

Depreciation:  Depreciation  of  the  PBGC's 
furniture  and  equipment  is  calculated  on  a  straight- 
line  basis  over  the  estimated  useful  lives  of  the 
assets.  The  useful  lives  range  from  five  to  ten  years 
(see  Note  15). 

Routine  maintenance  and  repairs  are 
charged  to  operations  of  the  current  period.  Lease- 
hold improvements  (the  amounts  of  which  are  not 
material)  have  been  charged  to  operations  as 
incurred. 

Retirement  Plan:  All  permanent  full-time 
and  part-time  employees  of  the  PBGC  are  covered 
by  the  contributory  Civil  Service  Retirement  Plan. 
The  Corporation's  monthly  contributions  to  the  plan 
equal  the  amount  contributed  by  the  employees. 
The  retirement  plan  expenses  paid  for  fiscal  years 
1985  and  1984  were  $1,109,295  and  $991,674,  respec- 
tively. 

Full-time  and  part-time  employees  hired 
after  January  1,  1984,  are  covered  by  both  Social 
Security  and  the  Civil  Service  Retirement  Plan. 
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Note  2  —  Investment  Policy 


Note  3  —  Asset  Valuation 


Premium  receipts  are  credited  to  the  ap- 
propriate revolving  funds.  To  the  extent  that  such 
funds  exceed  current  needs,  the  PBGC  is  required  to 
invest  these  funds  in  securities  issued  or  guaranteed 
by  the  U.S.  Government. 

The  trust  funds  include  assets  the  PBGC 
acquires  or  expects  to  acquire  from  terminated  plans 
and  employer  liability.  These  assets,  after  transfer  to 
the  custodian  bank,  are  invested  in  equity  securities, 
fixed  income  securities,  and  real  estate. 


The  basis  and  types  of  investments  carried 
at  market  value  in  the  Statements  of  Financial  Con- 
dition are  shown  in  the  tables  following  this  note. 
Assets  of  trusteed  plans  and  plans  pending  trustee- 
ship are  shown  separately. 

The  basis  indicated  is  cost,  if  the  asset  was 
acquired  after  the  date  of  plan  termination,  or  the 
market  value  (at  date  of  plan  termination),  if  the  as- 
set was  acquired  as  a  result  of  a  plan's  termination. 
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Investments  of  Revolving  Funds  and  Trusteed  Plans 


(Dollars  in  thousands) 


September  30, 
1985  1984 


Basis 


Investments: 
U.S.  Government,  Government  agencies,  and 

Government-guaranteed  securities 
Common  stock  and  other  equity  securities 
Commercial  paper,  certificates  of  deposit,  and 

other  short-term  investments 
Corporate  bonds 
Insurance  contracts 
Real  estate 
Mortgages 

Obligations  of  foreign  governments 
Accrued  investment  income 

Investments  of  the  revolving  funds  and 
trusteed  plans 


Market 
Value 


Basis 


Market 
Value 


$421,846 

$  444,027 

$323,166 

$326,152 

370,069 

382,013 

306,346 

326,796 

39,552 

39,552 

94,007 

94,007 

41,190 

36,773 

59,221 

56,077 

61,398 

60,612 

51,216 

45,970 

35,665 

36,823 

10,646 

10,927 

8,209 

8,404 

9,907 

9,620 

14 

17 

16 

18 

16,887 

16,887 

15,379 

15,379 

$994,830 

$1,025,108 

$869,904 

$884,946 
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Investments  of  Terminated  Plans  Pending  Trusteeship 


(Dollars  in  thousands) 


September  30, 
1985  1984 


Basis 


Market 
Value 


Basis 


Market 
Value 


Assets 


Investments: 
U.S.  Government  and  Government-guaranteed 

securities 
Common  stock  and  other  equity  securities 
Commercial  paper,  certificates  of  deposit,  and 

other  short-term  investments 
Corporate  bonds 
Insurance  contracts 
Real  estate 
Mortgages 

Obligations  of  foreign  governments 
Accrued  investment  income 

Total  investments 

Cash 

Contributions  due  from  employers 

Other  receivables 


Total  assets 


Liabilities 


Investments  of  terminated  plans  pending 
trusteeship  —  net 


$  9,566 

$  9,383 

$10,077 

$  9,615 

3,732 

3,905 

11,311 

11,477 

3,473 

3,473 

14,414 

14,414 

4,356 

4,436 

8,632 

8,730 

15,560 

15,190 

10,545 

8,479 

831 

831 

0 

0 

3,629 

2,539 

5,458 

4,687 

1,115 

1,124 

568 

517 

17 

17 

257 

257 

$42,279 

40,898 

$61,262 

58,176 

648 

731 

11,998 

6,176 

10 

97 

53,554 

65,180 

108 

401 

$53,446 

$64,779 
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Note  4  —  Provisions  Affecting 
Multiemployer  Coverage 

The  MPPAA  requires  that  the  PBGC  pro- 
vide financial  assistance  and  guaranteed  benefits  for 
insolvent  multiemployer  plans  after  September  26, 
1980  (when  the  MPPAA  was  signed  into  law),  thus 
changing  the  insurable  event  from  plan  termination 
to  insolvency.  This  requirement  has  resulted  in  a 
deferral  of  the  PBGC's  involvement  in  these  plans 
and  in  any  resulting  losses. 

Guaranteed  benefits  are  statutorily  limited 
for  multiemployer  plans  and  differ  from  the 
statutorily  limited  guaranteed  benefits  for  single- 
employer  plans.  Financially  troubled  multiemployer 
plans  are  allowed  to  reduce  their  benefits.  Insolvent 
multiemployer  plans  must  reduce  or  suspend  the 
payment  of  non-basic  benefits  that  exceed  the 
resource  benefit  level,  but  no  plan  may  reduce  its 
benefits  below  guaranteed  levels. 

The  PBGC  provides  financial  assistance  to 
plans  in  accordance  with  the  terms  of  the  statute.  If 
sponsors  of  an  insolvent  plan  anticipate  that  the 
plan  will  not  be  able  to  pay  the  guaranteed  basic 
benefits  for  any  month,  the  sponsors  may  apply  to 
the  PBGC  for  financial  assistance. 

If  an  insolvent  plan's  basic  benefits  for  any 
year  exceed  the  resource  benefit  level,  the  plan 
sponsors  must  apply  to  the  PBGC  for  financial 
assistance. 

From  enactment  of  the  MPPAA  through 
September  30,  1985,  three  plans  have  received  finan- 
cial assistance  from  the  PBGC. 

A  multiemployer  plan  can  terminate  only  if, 
by  plan  amendment,  it  either  freezes  the  accrual 
and  vesting  of  benefits  or  converts  to  a  defined  con- 
tribution plan,  or  if  every  employer  withdraws  from 
the  plan  or  ceases  to  have  an  obligation  to  contrib- 
ute to  the  plan.  All  employers  who  completely  or 
partially  withdraw  from  a  multiemployer  plan  must 
pay  their  share  of  the  plan's  liability  for  unfunded 
vested  benefits  by  continuing  payments  to  the  plan. 
The  amount  of  the  withdrawal  liability  is  deter- 
mined by  using  one  of  several  allocation  methods 
described  in  the  statute  or  in  regulations  prom- 
ulgated by  the  PBGC  (see  29  CFR  2642). 


Plans  that  terminate  by  mass  withdrawal 
(complete  withdrawal  by  every  employer)  may  be 
trusteed  by  the  PBGC.  However,  the  PBGC  does  not 
advance  financial  assistance  until  the  plan's  assets 
become  insufficient  to  pay  basic  guaranteed 
benefits. 

In  FY  1985,  the  PBGC  identified  two  addi- 
tional multiemployer  plans  that  would  require 
future  financial  assistance.  The  Corporation  also 
reassessed  the  amount  of  financial  assistance  it  ex- 
pects to  provide  to  five  plans  previously  booked.  As 
a  result,  the  value  of  the  future  financial  assistance 
that  is  deemed  uncollectible  increased  by 
$5.7  million  during  FY  1985  to  $25.1  million.  This 
amount,  along  with  nonrecoverable  financial 
assistance  paid  in  FY  1985  that  was  not  previously 
expensed,  has  been  charged  to  losses  for  the  year 
ended  September  30,  1985. 


Note  5  —  Contributions  Due  from 
Employers 

An  employer  is  liable  to  the  PBGC,  as  suc- 
cessor trustee,  for  contributions  due  and  unpaid  as 
of  the  date  of  plan  termination. 

The  amounts  shown  as  contributions  due 
from  employers,  after  considering  collectibility, 
represent  the  total  of  estimated  future  settlements 
for  unpaid  contributions  and  amounts  recoverable 
by  formal  agreement,  both  of  which  include  interest. 

Contributions  due  from  employers  for  ter- 
minated plans  pending  trusteeship  are  included  in 
the  account,  "Investments  not  in  trusteeship,  at  mar- 
ket: Terminated  plans  pending  trusteeship,  net." 

The  following  table  details  amounts  for  con- 
tributions due  from  employers: 
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Contributions  Due  from  Employers 
Trusteed  Plans 


(Dollars  in  thousands) 


September  30, 
1985         1984 


By  agreement  including  interest      $1,139  $573 

Estimated  future  settlements: 
Trusteed  plans  54,151       48,711 

Interest  due  from  estimated 
future  settlements  5,695         1,799 


Subtotal 


59,846       50,510 


Contributions  due  from 
employers  $60,985     $51,083 


Note  6  —  Other  Receivables 

The  Corporation's  other  receivable  items  for 
revolving  funds  and  trusteed  plans  are  shown  in  the 
following  table: 


Note  7  —  Employer  Liability 

An  employer  is  liable  to  the  PBGC  when  a 
plan  under  its  sponsorship  terminates  without  suffi- 
cient assets  to  pay  plan  benefits  guaranteed  by  the 
PBGC.  The  amount  of  this  liability  is  the  excess  of 
the  present  value  of  the  guaranteed  future  benefits 
over  the  value  of  the  plan  assets;  however,  the 
liability  cannot  exceed  30  percent  of  the  employer's 
statutory  net  worth.  The  liability  is  measured  as  of 
the  date  of  the  plan's  termination.  The  employer's 
net  worth  may  be  measured  as  of  any  date  within 
120  days  of  the  date  of  termination. 

The  amounts  shown  as  due  from  employer 
liability  represent  the  total  deemed  collectible  from 
both  estimated  future  settlements  with  employers 
for  liability,  pursuant  to  ERISA,  and  amounts 
recoverable  by  formal  agreement.  Estimated  future 
settlements  are  based  in  certain  instances  on 
estimated  values  of  (1)  plan  liabilities  for  present 
value  of  guaranteed  future  benefits,  (2)  plan  assets, 
and/or  (3)  employer  net  worth,  if  applicable.  A 
PBGC  regulation  (29  CFR  2622)  provides  that  the 
PBGC  shall  charge  interest  on  unpaid  employer 
liability  beginning  April  1,  1981,  at  the  same  rate  of 
interest  that  the  IRS  charges  on  delinquent  tax 
payments. 


Other  Receivables 


(Dollars  in  thousands) 


September  30, 
1985  1984 


Due  from  disposal  of  securities 
Miscellaneous 


$  1,823     $  3,625 
8,986         9,058 


Other  receivables 


$10,809     $12,683 
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The  following  table  details  the  amounts  due 
from  employer  liability: 


Amounts  Due  from  Employer 
Liability 


(Dollars  in  thousands) 


September  30, 
1985         1984 


By  agreement,  including  interest    $  4,293     $  5,125 


Estimated  future  settlements: 
Trusteed  plans 
Terminated  plans 

pending  trusteeship 
Interest  due  from  estimated 

future  settlements 

Subtotal 


35,285      40,127 

6,356        4,992 

21,619      20,796 


63,260      65,915 


Amounts  due  from 

employer  liability     $67,553     $71,040 


Note  8  —  Present  Value  of 
Guaranteed  Future  Benefits 

Trusteed  Plans  or  Terminated  Plans 
Pending  Trusteeship:  The  reserve  for  present  value 
of  guaranteed  future  benefits  is  computed  using  the 
actuarial  assumptions  prescribed  in  the  PBGC's 
Valuation  of  Plan  Benefits  Regulation  (29  CFR  2619). 
It  is  computed  as  of  the  end  of  the  PBGC's  fiscal 
year  and  is  based  upon  the  assumptions  used  for  a 
plan  that  terminates  on  that  date  without  sufficient 
assets  to  discharge  its  guaranteed  benefits. 

A  significant  portion  of  the  reserve  is  based 
upon  estimated  liability  because,  in  many  cases,  the 
PBGC  has  not  yet  made  a  final  benefit  determina- 
tion. Changes  in  these  estimates  are  reflected  in  the 
fiscal  year  in  which  the  benefits  are  actuarially  deter- 
mined or  reestimated  by  the  PBGC.  For  fiscal  year- 
end  values,  this  estimation  technique  includes 
changes  in  interest  rates  assumed,  benefit  payouts 
subsequent  to  the  valuation  date,  mortality,  interest 
accumulation  on  liabilities,  and  changes  in  available 
data. 
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In  addition  to  the  preceding  amounts,  there 
are  agreements  between  the  PBGC  and  employers 
that  provide  for  contingent  payments  based  on 
future  profits  of  the  debtors.  Any  such  future 
amounts  will  be  reported  as  investment  income  in 
the  period  in  which  received,  or  in  periods  in  which 
such  profits  are  reported  by  the  debtor  (see  Note  17 
for  a  discussion  of  the  employer  liability  legal 
issues). 
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In  FY  1985,  the  reserve  was  calculated  on  an 
individual  participant  basis  for  virtually  all  plans 
with  final  benefits  determined  and  paid  directly  by 
the  PBGC. 

A  significant  actuarial  assumption  is  the 
change  in  the  rate  of  interest.  The  rate  decreased  to 
9.25  percent  as  of  September  30,  1985,  from  10.50 
percent  as  of  September  30,  1984,  for  participants  in 
pay  status.  Comparable  changes  were  made  in  the 
rates  used  to  value  deferred  annuities.  The  rate  used 
for  the  year  ended  September  30,  1985,  was  the  rate 
used  in  valuing  plans  terminating  in  September  1985 
(see  the  Actuarial  Report). 

Plans  Pending  Termination:  This  portion  of 
the  reserve  includes  (1)  estimates  of  the  present 
value  of  guaranteed  future  benefits  of  specific  large 
plans  that  terminated  after  the  Corporation's  fiscal 
year-end  or  that  are  expected  to  terminate  in  the 
foreseeable  future  and  where  there  has  been  a 
specific  identifiable  event  by  the  Corporation's  year- 
end  and  (2)  certain  probable  net  losses  from  small 
plan  terminations  that  the  PBGC  did  not  have 
specific  knowledge  of  as  of  the  date  the  Financial 
Statements  were  prepared. 

Large  plans  of  one  sponsor,  with  an  ex- 
pected termination  after  FY  1985,  have  been  includ- 
ed in  this  year's  reserve  (see  Note  18).  Probable 
losses  for  small  plans  were  determined  to  be  im- 
material and  have  been  excluded  from  the  reserve. 


A  number  of  large-plan  sponsors  are  ex- 
periencing financial  difficulties  that  could  result  in 
the  termination  of  their  plans.  The  PBGC's  liability, 
should  any  of  these  plans  terminate,  could  be  less 
than  the  individual  plan's  unfunded  vested  benefit 
liability,  in  view  of  the  fact  that,  frequently,  the 
PBGC-guaranteed  benefits  are  less  than  such  un- 
funded vested  benefit  liabilities,  and  the  PBGC  has 
certain  recovery  rights  from  plan  sponsors. 

Some  substantial  plans  have  significant  un- 
funded guaranteed  benefits  and  limited  net  worth 
that  would  prohibit  the  full  collection  of  employer 
liability,  potentially  providing  some  sponsors  with  a 
financial  incentive  to  terminate.  No  provision  has 
been  made  in  the  Financial  Statements  for  the  possi- 
ble terminations  of  such  plans  because  the 
likelihood  of  these  liabilities  eventuating  is  uncertain 
and  cannot  be  estimated  with  sufficient  reliability. 
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Analysis  of  the  Reserve  for  Present  Value  of  Guaranteed  Future  Benefits 
for  the  Years  Ended  September  30,  1984,  and  September  30,  1985 


Single- 

Multi- 

(Dollars in  millions) 

Emp 

oyer 

employer 

Total 

9/30/85 

9/30/84 

9/30/85 

9/30/84 

9/30/85 

9/30/84 

Actuarial  Charges  (credits) 

Expected  interest  and  effect  of 

experience  results 

$    167.7 

$    185.8 

$  2.2 

$  2.0 

$    169.9 

$    187.8 

Change  in  interest  rate  used  to  value 

benefits 

196.0 

(159.8) 

1.2 

(1.1) 

197.2 

(160.9) 

Change  in  data  and  method 

19.5 

(49.2) 

(0.2) 

0.2 

19.3 

(49.0) 

Total  actuarial  charges  (credits)  per 

Statement  of  Operations  and 

Changes  in  Equity 

383.2 

(23.2) 

3.2 

1.1 

386.4 

(22.1) 

Increase  during  year  attributable  to 

net  benefits  guaranteed 

944.6 

119.1 

0 

(0.5) 

944.6 

118.6 

Benefits  paid 

(170.2) 

(169.3) 

(3.5) 

(3.6) 

(173.7) 

(172.9) 

Net  increase  (decrease) 

1,157.6 

(73.4) 

(0.3) 

(3.0) 

1,157.3 

(76.4) 

Balance  at  beginning  of  year 

1,496.6 

1,570.0 

22.0 

25.0 

1,518.6 

1,595.0 

Balance  at  end  of  year 

$2,654.2 

$1,496.6 

$21.7 

$22.0 

$2,675.9 

$1,518.6 

Note  9  —  Reserve  for  Estimated 
Future  Financial  Assistance 


The  reserve  for  estimated  future  financial 
assistance  is  the  nonrecoverable  future  payments  the 
PBGC  expects  to  make  for  multiemployer  plans  that 
have  notified  the  Corporation  that  they  are  currently 
experiencing  financial  difficulties. 

The  reserve  is  the  difference  between  the 
present  value  of  guaranteed  future  benefits  and  the 
market  value  of  plan  assets  of  those  plans  that  will 
require  future  financial  assistance.  Assets  include 
both  the  plan  assets  as  of  September  30,  1985,  and 
the  present  value  of  additional  amounts  expected  to 
be  paid  by  plan  sponsors. 
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Note  10  —  Premium  Income 


Multiemployer  Premium  Schedule 


Effective  January  1,  1985,  plans  with  10,000 
participants  or  more  were  required  to  pay  estimated 
premiums  by  the  end  of  the  second  full  month  after 
the  beginning  of  their  plan  year.  Plans  with  fewer 
than  10,000  participants  continued  to  have  until  the 
end  of  the  seventh  full  month  after  the  beginning  of 
their  plan  year  before  payment  was  due.  This  ac- 
celerated premium  collection  affects  the  premium 
receivable  and  unearned  income  as  follows: 

1.  For  plans  with  10,000  or  more  par- 
ticipants, a  receivable  for  premium  in- 
come earned  but  not  received  by 
year-end  will  normally  be  associated 
with  plan  years  that  begin  between 
August  2  and  September  30,  and 
unearned  premium  income  will  nor- 
mally be  recorded  for  plan  years  begin- 
ning between  October  2  and  August  1  to 
reflect  premiums  received  but  not  yet 
earned. 

2.  For  plans  with  fewer  than  10,000  par- 
ticipants, a  receivable  for  premium  in- 
come earned  but  not  received  by 
year-end  will  normally  be  associated 
with  plan  years  that  begin  between 
March  2  and  September  30,  and  un- 
earned premium  income  will  normally 
be  recorded  for  plan  years  beginning  be- 
tween October  2  and  March  1  to  reflect 
premiums  received  but  not  yet  earned. 

ERISA  provides  that  the  PBGC  shall  con- 
tinue to  guarantee  basic  benefits  despite  the  failure 
of  a  plan  administrator  to  pay  premiums  when  due. 
The  PBGC,  as  authorized  by  ERISA,  assesses  a 
substantial  penalty  for  late  payment.  In  addition, 
interest  is  chargeable  for  late  payment  as  well  as 
underpayment  and  non-payment  of  premiums.  All 
of  these  items,  less  refunds,  are  included  in 
premium  income. 

The  MPPAA  revised  the  multiemployer 
premium  schedule,  and  the  following  table  details 
the  revision: 


Plan  Years  Commencing      Premium  Rate 


9/27/80  -  9/26/84 
9/27/84  -  9/26/86 
9/27/86  -  9/26/88 
9/27/88  and  after 


$1.40 
1.80 
2.20 
2.60 


Note  11  —  Accounts  Payable  and 
Accrued  Expenses 

The  following  table  itemizes  accrued  ex- 
penses and  other  liabilities  reported  in  the  accompa- 
nying Statements  of  Financial  Condition. 


Accounts  Payable  and  Accrued 
Expenses 


(Dollars  in  thousands) 


September  30, 
1985  1984 


Due  for  purchase  of  securities       $10,258     $7,179 
Annual  leave  1,150  946 

Accrued  expenses  5,459         4,574 


Accounts  payable  and 
accrued  expenses 


$16,867     $12,699 


No  accrual  of  accumulated  unused  sick 
leave  is  recorded  because  employees  do  not  have  a 
formal  vested  interest  in  such  leave  until  they  reach 
retirement  age.  At  that  time,  the  vested  interest  per- 
tains to  retirement  benefits  payable  under  the  Civil 
Service  Retirement  System.  No  amounts  are  paid 
unless  sick  leave  is  used. 
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Note  12  —  Investment  and  Other 
Income 


Losses  (Gains)  from  Plans 
Terminated  and  Pending  Termination 


The  following  table  itemizes  investment  and 
other  income  reported  in  the  Statements  of  Opera- 
tions and  Changes  in  Equity. 


(Dollars  in  thousands) 


September  30, 
1985         1984 


It 
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Investment  and  Other  Income 


(Dollars  in  thousands) 


September  30, 
1985  1984 


Interest,  dividends,  and  other 

income  $  73,692    $  77,538 

Interest  income  from  amounts 

due  from  employer  liability 

and  contributions  due  from 

employers  6,510         3,868 

Interest  income  from  financial 

assistance  278  178 

Realized  and  unrealized  gains 

and  losses  57,924      (48,534) 


Investment  and  other 
income 


$138,404      $33,050 


Note  13  —  Losses  (Gains)  from  Plans 
Terminated  and  Pending  Termination 

Amounts  reported  as  losses  represent  the 
difference  between  the  present  value  of  guaranteed 
future  benefits  assumed  and  both  related  plan  assets 
and  employer  liability.  The  following  table  details 
the  components  that  make  up  the  losses. 


Present  value  of  guaranteed 

benefits  assumed 
Less:  plan  assets  acquired 

Plan  asset  insufficiency 
Less:  estimated  recoveries 
from  employers 

Subtotal 
Changes  in  provision  for 
pending  terminations 

Losses  (gains)  from  plans 
terminated  and  pending 
termination 


$273,412  $118,633 
76,576      69,096 

196,836      49,537 

2,923        8,180 


193,913   41,357 
464,000      0 


$657,913  $  41,357 


Note  14  —  Losses  from  Financial 
Assistance 

Included  in  these  losses  are  provisions 
for  estimated  future  financial  assistance  and 
the  write-off  of  current  financial  assistance. 

Plans  experiencing  financial  difficulty  are 
required  to  notify  the  PBGC.  Their  financial  condi- 
tions are  analyzed,  and  those  plans  that  will  require 
future  financial  assistance  are  identified.  If  the 
losses  of  the  plans  requiring  future  financial 
assistance  are  both  probable  and  estimable,  the  loss 
is  recorded. 

Plans  presently  receiving  financial 
assistance  are  analyzed  to  determine  if  the  advances 
are  recoverable.  If  the  advances  are  deemed  un- 
collectible, a  loss  is  recorded. 
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Note  15  —  Depreciation 

The  accompanying  table  shows  the  cost  of 
furniture  and  equipment  and  related  accumulated 
depreciations: 


Furniture  and  Equipment  —  Net 


(Dollars  in  thousands) 


September  30, 
1985         1984 


Furniture  and  equipment  at  cost      $5,325      $3,645 
Accumulated  depreciation  (1,998)      (1,405) 

Furniture  and  equipment  —  net    $3,327      $2,240 


The  cost  of  furniture  and  equipment  in- 
creased primarily  due  to  the  purchase  of  computer 
software  and  software  licenses.  Software  and  soft- 
ware licenses  are  being  amortized  over  five  years. 


Note  16  —  Financing 

ERISA  requires  that  the  PBGC  programs  be 
self-financing.  The  Corporation's  operations  are 
financed  through  premiums  collected  from  ongoing 
covered  plans,  investment  income,  assets  acquired 
from  terminated  plans,  and  the  collection  of 
employer  liability  payments  due  under  ERISA  as 
amended. 

In  addition,  the  PBGC  may  borrow  up  to 
$100  million  from  the  U.S.  Treasury  to  finance  its 
operations.  The  PBGC  did  not  use  this  borrowing 
authority  during  the  years  ended  September  30, 
1985,  or  September  30,  1984,  nor  is  use  of  this  bor- 
rowing authority  currently  planned. 

ERISA  provides  that  the  U.S.  Government 
is  not  liable  for  any  obligation  or  liability  incurred  by 
the  PBGC. 


Note  17  —  Pending  Litigation 
and  Legislation 

Litigation  that  may  have  significant  financial 
implications  for  the  PBGC  is  currently  pending.  The 
following  issues  are  involved: 

A.  Whether  a  seller  of  a  business  can 
avoid  employer  liability  by  transferring 
all  responsibility  for  unfunded 
guaranteed  benefits  in  the  business's 
pension  plan  to  a  buyer  that  had  no 
reasonable  chance  of  continuing  the 
business  or  funding  the  plan,  or 
whether  such  a  transfer  should  be 
disregarded  for  the  purpose  of  Title  IV 
of  ERISA. 

B.  Whether  ERISAs  benefit  limitation 
rules  require  the  phase-in  of  increased 
guarantees  based  on  vesting  im- 
provements mandated  by  the  enact- 
ment of  ERISA.  A  U.S.  Court  of 
Appeals  held  that  the  PBGC  has  not 
previously  established  sufficient 
justification  to  phase-in  the  guarantees. 
The  court  remanded  the  case  to  pro- 
vide the  PBGC  an  opportunity  to 
demonstrate  that  its  decision  was  based 
on  reasonable  consideration  of  the 
financial  burden  associated  with 
guaranteeing  benefits  that  vested  as  a 
result  of  plan  adoption  of  ERISA- 
mandated  vesting  provisions. 

C.  Whether  the  rates  established  by  the 
PBGC  to  value  benefits  under  the 
Valuation  of  Benefits  regulation  are  un- 
reasonably low. 

D.  Whether  the  PBGC  may  recoup 
amounts  exceeding  guaranteed  benefit 
levels  that  were  paid  to  participants 
after  the  date  of  plan  termination.  A 
U.S.  district  court  has  decided  that  the 
PBGC  may  recoup  monies  owed  to  it 
as  a  result  of  overpayments.  The  deci- 
sion is  on  appeal. 
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E.  Whether  a  parent  business  is  jointly 
and  severally  liable  for  the  under- 
funding  of  a  plan  maintained  by  a  sub- 
sidiary regardless  of  whether  the  parent 
benefited  from  its  ownership  of  the 
subsidiary  where  the  parent  purchased 
the  subsidiary  prior  to  the  date  of 
enactment  of  ERISA. 

F.  Whether  certain  individuals  or  groups 
of  individuals  were  wrongly  denied 
benefits  by  the  PBGC.  Actions  are  now 
pending  in  several  courts. 

G.  The  issues  raised  in  the  Airlift  Interna- 
tional, Bastian,  Columbia  Packing,  and  the 
Multiemployer  litigation,  all  discussed 
in  the  Legal  Activities  section  of  the  An- 
nual Report,  may  also  have  significant 
financial  implications. 

In  1985,  various  bills  (including  S.1730, 
H.R.3128,  and  H.R.3500)  were  introduced  in  Con- 
gress. These  bills,  if  enacted,  would  significantly  re- 
structure the  single-employer  insurance  program, 
including  changing  the  amount  of  the  premium  and 
the  terms  of  the  coverage. 


Note  18  —  Plans  Pending 
Termination  at  September  30,  1985 

As  of  September  30,  1985,  the  PBGC  be- 
lieved that  there  was  a  substantial  likelihood  that 
the  pension  plans  (the  Plans)  maintained  by 
Wheeling-Pittsburgh  Steel  Corporation  (Wheeling- 
Pittsburgh)  would  be  terminated  in  the  near  future. 
Wheeling-Pittsburgh  filed  for  reorganization  under 
Chapter  11  of  the  Bankruptcy  Code  on  April  16, 
1985,  and  the  United  Steelworkers  of  America  had 
been  on  strike  since  July  21,  1985.  Wheeling- 
Pittsburgh  had  failed  to  make  contributions  to  the 
Plans  as  required  by  ERISA's  minimum  funding 
standards.  On  September  4,  1985,  the  PBGC  filed  an 
action  seeking  appointment  as  interim  trustee  of  the 
Plans.  Liabilities  and  assets  associated  with  termina- 
tion of  the  Plans  have,  therefore,  been  included  in 
the  Financial  Statements. 


Wheeling-Pittsburgh  has  attempted  to  ter- 
minate its  Plans  by  two  methods:  rejection  as  execu- 
tory contracts  under  the  bankruptcy  code,  and 
through  provisions  within  Title  IV  of  ERISA.  Those 
and  other  issues  are  currently  being  disputed,  and 
the  likely  outcome  cannot  be  estimated  at  this  time. 

Assets  and  liabilities  have  been  estimated 
based  on  the  following  assumptions:  (1)  that 
Wheeling-Pittsburgh  will  reorganize  rather  than 
liquidate,  (2)  that  priority  claims  will  be  paid  in  full 
while  non-priority  claims  receive  minimal  payments, 
(3)  that  Wheeling-Pittsburgh's  rejection  motion  will 
be  denied  insofar  as  it  relates  to  statutory  obligations 
to  fund  the  Plans,  and  (4)  that,  if  terminated,  the 
Plans  will  be  determined  to  have  terminated  as  of 
November  8,  1985,  the  date  10  days  after  Wheeling- 
Pittsburgh  filed  the  notices  of  intent  to  terminate  the 
Plans. 

Additional  factors  that  are  presently  unpre- 
dictable may  be  responsible  for  actual  experience 
differing  from  these  estimates.  These  estimates  have 
been  prepared  for  financial  statement  purposes 
only,  have  been  adjusted  to  a  hypothetical  Septem- 
ber 30,  1985  valuation  date,  and  should  not  be  relied 
on  for  other  purposes. 


Note  19  —  Commitments 

The  PBGC  leases  its  office  facility  under  a 
commitment  that  expires  on  December  31,  1993. 
Annual  payments  during  the  period  October  1, 
1985,  to  December  31,  1993,  are  expected  to  average 
$2,552,000. 
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VII.  Actuarial  Report 


Overview 

This  report  presents  the  actuarial  valuation 
of  the  PBGC's  future  obligations  with  respect  to 
trusteed  terminated  plans  and  other  terminations 
that  the  Corporation  expects  to  trustee  by  the  end  of 
fiscal  year  1985.  The  Corporation's  liability  stems 
from  the  administration  of  its  insurance  programs  as 
required  by  Title  IV  of  ERISA.  The  reserve  for  the 
present  value  of  future  guaranteed  benefits  (here- 
after abbreviated  as  the  reserve  for  guaranteed 
benefits)  is  separately  calculated  for  the  single- 


employer  and  multiemployer  programs.  With  refer- 
ence to  the  latter  program,  the  reserve  for  guaran- 
teed benefits  also  includes  provision  for  future 
financial  assistance  that  the  Corporation  expects  to 
provide  plans  that  are,  or  in  all  likelihood  will  be- 
come, insolvent. 

The  claims  history  for  the  single-employer 
program  and  the  five-year  actuarial  forecast  for  fiscal 
years  1986-1990  required  by  section  4008  of  ERISA 
are  included  in  this  report.  The  five-year  forecast  is 
based  on  the  reported  financial  condition  of  the 
Corporation  as  of  September  30,  1985,  as  stated  in 
the  Financial  Statements  of  this  report  (beginning 
on  p.  26). 
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Reserve  for  Guaranteed  Benefits 
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Single-Employer  Program:  The  reserve  for 
guaranteed  benefits  for  the  single-employer  program 
is  calculated  as  the  liability  for  (1)  plans  that  ter- 
minated on  or  before  fiscal  year-end  and  of  which 
the  Corporation  is,  or  expects  to  become,  trustee 
and  (2)  large  plans  that  (a)  have  notified  the  PBGC, 

(b)  are  likely  to  terminate  after  fiscal  year-end,  but 

(c)  for  which  the  causative  event  of  the  termination 
occurred  before  fiscal  year-end.  The  plans  from  one 
sponsor  are  pending  termination,  and  the  benefit 
liability  as  of  September  30,  1985,  for  such  plans  is 
estimated  to  be  $671  million.  The  reserve  for  guaran- 
teed benefits  represents  the  present  value  (as  of 
September  30,  1985)  of  future  benefits  that  the  Cor- 
poration is  obligated  to  pay  on  behalf  of  participants 
in  1,191  plans  that  terminated  on  or  before  Septem- 
ber 30,  1985,  and  on  behalf  of  participants  in  the 
plans  pending  termination  mentioned  above. 

Multiemployer  Program:  The  reserve  for 
guaranteed  benefits  for  the  multiemployer  program 
is  calculated  as  the  liability  for  (1)  plans  that  ter- 
minated before  the  passage  of  the  Multiemployer 
Pension  Plan  Amendments  Act  (MPPAA)  and  of 
which  the  Corporation  is,  or  expects  to  become, 
trustee  and  (2)  post-MPPAA  losses  that  are  probable 
and  estimable  for  plans  of  which  the  Corporation  is 
aware  at  fiscal  year-end.  This  year  there  are  10  pre- 
MPPAA  terminations,  of  which  nine  were  granted 
discretionary  coverage  under  the  provisions  of 
ERISA  as  passed  in  1974.  The  remaining  plan  termi- 
nated between  August  1,  1980,  and  September  25, 
1980,  when  coverage  under  Title  IV  was  mandatory. 
The  post-MPPAA  portion  of  the  reserve  for  guaran- 
teed benefits  represents  the  present  value  as  of  Sep- 
tember 30,  1985,  of  losses  that  the  PBGC  expects  to 
incur  from  non-recoverable  future  financial  assis- 
tance to  seven  plans  that  are,  or  are  expected  to 
become,  insolvent. 

The  reserve  for  guaranteed  benefits  for  both 
programs  was  calculated  using  the  same  methods 
and  procedures  as  in  the  previous  year. 


Liability  for  terminated  single-employer 
plans  and  pre-MPPAA  multiemployer  terminations 
was  based  on  individual  participant  data  from  the 
Corporation's  benefit  payments  system.  In  addition, 
both  reserves  for  guaranteed  benefits  included  esti- 
mated liability  for  plans  whose  final  benefit  determi- 
nations have  not  yet  been  made.  As  a  starting  point, 
the  estimates  used  the  liability  figures  shown  in  the 
actuarial  valuation  reports  described  below.  The 
post-MPPAA  liability  was  based  on  available  actu- 
arial reports  and  information  provided  by  repre- 
sentatives of  the  affected  plans.  Table  VILA  shows 
the  number  of  plans  and  associated  liability  by 
method  of  calculation.  Graphs  VII.  1  and  VII.2  dis- 
play the  data. 


Table  VILA:  Reserve  for 
Guaranteed  Benefits 


(Dollars  in  Millions) 


A.  Single-Employer  Program 

1.  Individual  participant  basis 

2.  Estimated  liability 

3.  Plans  Pending  Termination 

Total 

B.  Multiemployer  Program 

1.  Pre-MPPAA  terminations 

a.  Individual  participant 
basis 

b.  Estimated  liability 

2.  Post-MPPAA  liability 

Total 

*Estimated  values 


Number 
of 
plans      Liability 


628 
563 

4* 


$    387.4 
1,595.6 
671.2* 


1,195       $2,654.2 


6 

$ 

20.1 

4 

1.6 

7 

25.1 

17 

$ 

46.8 

44 


Graph  VII.l:  FY  1985  Single-Employer  Reserve  for 

Guaranteed  Benefits  —  $1,983  Million 

(Terminated  Plans  Only) 


Jumbo:  $963  Million 


Other:  $337  Million 


IPV:  $387  Million 


Final:  $295  Million 


Definitions 

IPV:  Liability  valued  on  an  individual 

participant  basis. 

Estimated  Liability 

Final:  Valuation  of  individual  guaranteed 
benefits  as  of  date  of  plan  termina- 
tion is  completed. 


Jumbo:   Date  of  plan  termination  liability  is 
estimated  at  over  $10  million,  and 
individual  guaranteed  benefit 
valuations  are  not  complete. 

Other:    All  other  plans. 


Graph  VII.2:  FY  1985  Single-Employer  Inventory  of  Terminated 

Plans  — 1,191  Plans 
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Actuarial  Assumptions  and  Methods 

Single-Employer  Program:  The  liability  for 
future  benefits  was  calculated  for  each  of  the  1,191 
terminated  plans.  Plans  were  valued  on  an  indi- 
vidual participant  valuation  basis,  provided  the  Cor- 
poration's benefit  payments  system  contained  a 
reasonable  amount  of  the  data  required  to  perform 
the  seriatim  (i.e.,  participant  by  participant)  calcula- 
tions. This  is  the  most  reliable  and  hence  the  pre- 
ferred valuation  method.  Liability  for  all  other  plans 
was  calculated  using  the  procedures  described 
below.  Plans  were  included  in  the  seriatim  valuation 
only  if  80  percent  of  their  individual  participant 
records  contained  data  deemed  essential  for  the 
valuation.  This  was  done  to  maximize  the  number 
of  plans  that  could  be  valued  by  the  individual  par- 
ticipant valuation  method.  As  noted  in  Table  VILA, 
628  plans,  which  represent  $387  million  of  reserve 
liability,  were  included  in  the  individual  participant 
valuation. 

Plan-level  or  Corporate-level  averages 
replaced  missing  valuation  data  for  participants  in 
plans  included  in  the  individual  participant  valua- 
tion. The  averages  were  computed  using  participant 
records  that  contained  the  pertinent  data. 

The  interest  and  mortality  assumptions 
used  for  the  individual  participant  valuation  were 
those  described  in  the  PBGC  regulation  on  Valua- 
tion of  Plan  Benefits  (29  CFR  2619)  for  a  plan  that 
terminated  with  insufficient  assets  on  September  30, 
1985.  This  regulation  also  prescribes  a  method  for 
assigning  an  expected  retirement  age  to  participants 
in  terminated  plans  who  are  not  in  pay  status  on  the 
date  of  plan  termination.  This  method  was  used  for 
assuming  benefit  commencement  dates  based  on  an 
individual's  expected  retirement  age  and  was  used 
for  those  participants  who  (1)  were  not  in  pay  status 
at  fiscal  year-end  and  (2)  had  not  attained  expected 
retirement  age  before  September  30,  1985.  For  valua- 
tion purposes,  participants  who  had  attained  their 
expected  retirement  age  were  assumed  to  be  in  pay 
status.  Participants  who  were  older  than  their  plan's 
normal  retirement  age  and  were  not  in  pay  status  at 
fiscal  year-end,  had  the  value  of  their  future  benefits 
reduced  to  reflect  the  lower  likelihood  of  payment. 


The  PBGC  processing  for  most  of  the  re- 
maining plans  is  not  yet  complete,  which  was  the 
principal  reason  for  these  plans  not  being  valued  on 
a  seriatim  basis.  In  the  past,  the  Corporation's 
benefit  payments  system  had  not  routinely  con- 
tained all  the  data  needed  for  a  seriatim  valuation. 
For  example,  dates  of  birth  were  often  missing.  The 
Corporation  is  continuing  to  gather  additional  valu- 
ation data.  Increasing  the  number  of  plans  to  be 
included  in  this  portion  of  the  reserve  for  guaran- 
teed benefits  is  a  high  priority  for  the  PBGC. 

The  reserve  liability  was  estimated  for  563 
plans,  as  shown  by  line  A. 2.  in  Table  VILA.  Using 
the  latest  actuarial  valuation  report,  an  estimate  was 
made  for  each  plan.  When  final  PBGC-guaranteed 
benefit  calculations  were  complete,  the  results  of 
date-of-plan-termination-valuation  were  used  as  the 
starting  point  for  each  plan.  For  those  plans  for 
which  final  PBGC-guaranteed  benefit  calculations 
had  not  been  completed,  the  most  recent  valuation 
performed  before  the  termination  date  was  used. 
Plan  valuations  for  the  22  jumbo  plans  in  this 
category  (those  that  had  over  $10  million  in  guaran- 
teed benefit  liabilities  at  date  of  plan  termination) 
were  refined  based  on  the  most  recent  available 
data. 

The  liability  is  reported  separately  for  par- 
ticipants who,  as  of  the  valuation  date,  were  retired, 
active  vested,  or  terminated  vested.  The  reported 
liability  for  each  class  was  adjusted  to  reflect  the 
differences  in  assumed  interest  rates.  The  active 
vested  liability  was  increased  for  benefits  accrued 
between  the  valuation  and  termination  dates.  The 
effects  of  the  maximum  guarantee  provisions, 
benefit  payouts,  and  the  elapsed  time  between  the 
valuation  date  and  the  end  of  the  fiscal  year  were 
also  reflected. 

Date-of-plan-termination  estimates  are  cal- 
culated routinely  for  administrative  purposes,  and 
the  adjustment  factors  used  in  the  estimation 
procedure— which  were  developed  and  refined  for 
this  purpose— are  based  on  PBGC  experience. 


Multiemployer  Program:  The  liability  for 
the  10  pre-MPPAA  terminations  was  calculated  us- 
ing the  same  assumptions  and  methods  described 
for  the  single-employer  program. 

The  post-MPPAA  liability  is  an  estimate  of 
the  future  losses  from  seven  plans  for  which  the 
PBGC  expects  to  assume  responsibility  under  the 
financial  assistance  program  required  by  section  4261 
of  ERISA.  The  Corporation  has  received  notification 
that  13  plans  are,  or  could  become,  insolvent.  For  six 
of  the  plans,  the  PBGC  expects  that  the  minimum 
funding  standards  and  the  withdrawal  liability 
provisions  will  prevent  a  financial  loss  to  the  Cor- 
poration. The  liability  shown  in  line  B.2.  in  Table 
VII.  A  represents  the  discounted  value  of  future 
unrecoverable  financial  assistance  that  will  be  made 
to  the  remaining  seven  plans.  For  these  plans,  the 
contribution  base  has  either  disappeared  due  to 
financial  failure  or  has  declined  irretrievably. 


Results 

Appendixes  VII-A  and  VII-B  summarize  the 
detailed  results  of  the  individual  participant  valua- 
tion and  the  estimated  liability  calculations  for  both 
the  single-employer  and  multiemployer  programs. 
Appendix  VII-Aa  shows  the  breakdown  of  the  in- 
dividual participant  valuation  liability  by  type  of 
recipient.  The  "other"  category  is  comprised  of  in- 
dividuals who  were  scheduled  at  fiscal  year-end  for 
lump-sum  payments  and  individuals  who  were 
beyond  their  normal  retirement  age.  Appen- 
dix VII-Ab  shows  the  individual  participant  valua- 
tion liability  by  attained  age  for  individuals  in  pay 
status.  Appendix  VII-Ac  shows  the  corresponding 
liability  for  deferred-status  recipients.  Graphs  VII. 3a 
and  VII. 3b  display  the  data  from  Appendixes  VII-Ab 
and  VII-Ac,  respectively. 
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Graph  VII. 3a:  Individual 
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Graph  VII.3b:  Individual 
Participant  Valuation 

Distribution  of  Deferred  Liability  by  Age 
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Appendix  VII-B  shows  additional  details  for 
the  estimated  liability  calculations.  Appendix  VII-Ba 
shows  totals  for  plans  that  have  final  date-of-plan- 
termination  values  calculated  and  for  those  that  do 
not.  Appendix  VII-Bb  shows  the  liability  separately 
for  the  22  jumbo  plans.  Appendix  VII-Bc  shows  the 
distribution  of  the  estimated  liability  by  recipient 
class:  retired,  active  vested,  and  terminated  vested. 

On  September  30,  1985,  the  total  number  of 
participants  included  in  the  FY  1985  reserve  for 
guaranteed  benefits  was  168,600  for  the  single- 
employer  program  and  3,300  for  the  multiemployer 
program.  (Participants  in  single-employer  plans 
pending  termination  are  not  included.)  Of  these 
totals,  74,800  single-employer  participants  and  3,100 
participants  from  multiemployer  plans  were  receiv- 
ing benefits  at  fiscal  year-end.  The  respective 
average  monthly  benefits  for  participants  in  pay 
status  as  of  September  30,  1985,  was  $200  and  $90, 
or  $195  for  both  programs  combined. 


Reconciliation  of  Results 

Graph  VII. 4  compares  the  reserve  for 
guaranteed  benefits  for  terminated  plans  for  fiscal 
years  1984  and  1985.  Appendix  VII-C  shows  the 
reconciliation  for  the  two  liability  valuations.  It 
shows  that  the  principal  reasons  for  the  $1,158  mil- 
lion increase  in  the  reserve  liability  are  (1)  the  effect 
of  plans  pending  termination,  (2)  the  effect  of 
changes  in  the  inventory  of  plans  included  for  valu- 
ation, and  (3)  the  effect  of  using  a  different  interest 
rate. 
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Statistical  History  of  Claims 
(Single-Employer  Program) 

The  single-employer  program  incurred  39 
claims  with  dates  of  plan  termination  in  FY  1985,  the 
lowest  number  of  claims  during  any  one  year  of  the 
program's  11-year  history.  The  claims  resulting  from 
these  39  plan  terminations,  however,  were  signifi- 
cantly higher  than  those  experienced  during  FY  1984: 


•  Guaranteed  benefit  liabilities  for  plans  termi- 
nated in  FY  1985  totaled  $265.1  million  com- 
pared to  $62.9  million  for  plans  terminated 
during  the  prior  year. 

•  Total  net  claims  (the  amount  of  guaranteed 
benefit  liability  that  must  be  financed  by  the 
PBGC)  exceeded  $187.0  million  for  the  FY  1985 
plan  terminations,  an  increase  of  more  than 
$150  million  over  FY  1984. 
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Approximately  90  percent  ($168.4  million)  of 
net  claims  for  plans  terminated  during  FY  1985  is 
due  to  only  two  plans— one  with  a  net  claim  of 
$147.4  million,  and  the  other  with  a  net  claim  of 
$20.9  million.  Net  claims  resulting  from  the  remain- 
ing 37  plans  terminated  during  the  year  total  $18.7 
million. 

In  addition  to  the  plans  actually  terminated 
during  FY  1985,  plans  of  one  other  sponsor  (see 
pp.  14,  42)  were  pending  termination  at  fiscal  year- 
end.  The  reserve  for  guaranteed  benefits  for  these 
plans  is  estimated  to  be  $671.2  million.  The  total 
value  of  net  claims  resulting  from  these  plans  is 
approximately  $464.0  million. 

At  fiscal  1985  year-end,  there  were  1,191 
single-employer  plans  for  which  the  PBGC  had 
become,  or  was  expected  to  become,  trustee. 
Guaranteed  benefit  liabilities  for  participants  in 
plans  terminated  prior  to  October  1,  1985,  totaled 
$1,956.3  million  as  of  the  plans'  respective  dates  of 
termination.  Aggregate  net  claims  for  these  plans 
exceeded  $1,029.1  million.  If  these  values  are  com- 
bined with  those  of  the  plans  pending  termination 
at  the  end  of  the  fiscal  year,  guaranteed  benefit  lia- 
bilities for  the  program  would  exceed  $2.5  billion; 
net  claims  against  the  program  would  be  almost 
$1.5  billion. 

Appendix  VII-D  shows,  by  fiscal  year,  the 
distribution  (as  of  the  date  of  plan  termination)  of: 

(1)  pension  plan  liabilities  guaranteed  by  the  PBGC, 

(2)  assets  of  terminated  plans,  (3)  statutory  employer 
liability  (the  amount  recoverable  from  the  sponsor- 
ing employer),  and  (4)  the  resulting  net  claims.  As 
shown  in  Appendix  VII-D,  plans  with  termination 
dates  in  FY  1985  were  more  underfunded  than  those 
terminated  during  any  other  year.  Net  claims  for  this 
fiscal  year  averaged  over  70  percent  of  the  guaran- 
teed benefit  liability;  that  is,  plans  terminated  dur- 
ing FY  1985  were  only  about  30  percent  funded  for 
guaranteed  benefits.  On  the  average,  plans  termi- 
nated during  the  prior  10  years  were  about  50  per- 
cent funded. 


Graph  VII. 5  compares  the  value  of  guaran- 
teed benefit  liability  and  net  claims  in  the  single- 
employer  program  each  fiscal  year  since  inception  of 
the  program.  As  indicated  by  the  graph: 

•  Annual  guaranteed  benefit  liabilities  have 
ranged  from  a  low  of  $51.8  million  to  a  high  of 
$441.7  million. 

•  Annual  net  claims  against  the  program  have 
varied  from  $18.1  million  to  $257.4  million. 

•  The  net  claims  experienced  by  the  program 
during  fiscal  years  1982,  1983,  and  1985  are 
significantly  larger  than  those  incurred  during 
other  years. 

Graph  VII.5:  Guaranteed  Benefit 

Liability  and  Net  Claims  by  Fiscal 

Year 

(Single-Employer  Program) 

(Excludes  Pending  Terminations) 


en 

O 

Q 


500 
450 
400- 
350- 
300- 
250 
200 
150H 
100 
50 
0 


Guaranteed  Benefit  Liability 
Net  Claims 


75    76    77    78    79    80    81 
Fiscal  Year 


82   83    84    85 


49 


•  t 


tj 

I 


t 

H 

ti 

r 


The  size  of  net  claims  on  a  per  plan  basis 
has  also  varied  widely.  The  single-employer  pro- 
gram experienced  most  of  its  largest  plan  termina- 
tions during  the  last  four  years.  The  greatest  amount 
of  total  net  claims  against  the  program  was  incurred 
during  FY  1982;  however,  the  largest  single  claim  to 
date  ($147.4  million)  was  incurred  during  FY  1985.  In 
addition,  net  claims  from  the  related  plans  pending 
termination  on  September  30,  1985,  total  $464.0  mil- 
lion. For  the  period  from  FY  1982  through  FY  1985, 
the  average  net  claim  per  terminated  plan  was  about 
$1.8  million.  This  compares  to  an  average  claim  of 
only  $426,000  per  terminated  plan  for  the  period 
from  FY  1975  through  FY  1981. 

Graph  VII. 6  shows,  by  fiscal  year,  the  aver- 
age net  claim  per  terminated  plan.  (For  more  detail, 
see  Appendix  VII-D.) 

Graph  VII  .6:  Average  Net  Claim 

per  Terminated  Plan  by  Fiscal  Year 

(Single-Employer  Program) 
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In  order  to  determine  liabilities  resulting 
from  terminated  plans  of  a  single  sponsoring 
employer,  claims  against  the  program  are  also  meas- 
ured on  an  "event"  basis.  An  event  is  an  occurrence 
that  causes  a  plan  sponsor/employer  to  terminate 
one  plan  or  two  or  more  of  its  plans  within  30  days 
of  each  other.  For  example,  in  one  case  a  single 
event  was  responsible  for  nine  individual  plan  ter- 
minations. The  1,191  individual  terminated  plans 
for  which  the  Corporation  had  become,  or  was 
expected  to  become,  trustee  resulted  from  987 
events. 

Appendix  VII-E  shows  the  effect  that  a  few 
plans  or  sponsoring  employers  can  have  on  the  lia- 
bility of  the  PBGC: 

•  Three  plans  had  a  net  claim  of  over  $50  mil- 
lion each;  net  claims  resulting  from  these 
three  terminated  plans  total  $253.0  million. 

•  Almost  75  percent  ($767.5  million)  of  total  net 
claims  resulting  from  plans  terminated  prior 
to  October  1,  1985,  is  due  to  only  36  plans  or 
3  percent  of  total  plans  trusteed  or  pending 
trusteeship. 

•  Terminated  plans  of  only  26  plan  sponsors 
account  for  $789.0  million  in  single-employer 
net  claims. 

When  the  net  claims  experience  of  the  26 
plan  sponsors  noted  above  is  combined  with  that  of 
the  one  sponsor  whose  plans  were  pending  termi- 
nation on  September  30,  1985,  the  combined  net 
claim  liability  resulting  from  these  27  sponsoring 
employers  almost  equals  the  $1.3  billion  deficit 
experienced  by  the  single-employer  program  at  fiscal 
year-end. 


The  Single-Employer  Program 
Five-Year  Projection  (FY  1986-1990) 

The  projection  of  financial  condition  and 
operations  is  generally  based  upon  methods  that  are 
consistent  with  those  employed  in  prior  years' 
Actuarial  Reports. 


An  increase  in  the  single-employer  pre- 
mium was  requested  in  1985.  The  increase  was 
based  on  the  PBGC's  experience  through  the  end  of 
FY  1984  and  an  extrapolation  of  that  experience. 
Because  of  the  two  very  large  claims  in  late  FY  1985— 
and  which  are  recognized  in  these  financial  state- 
ments—the deficit  at  the  end  of  FY  1985  is  substan- 
tially higher  than  that  forecast  a  year  ago.  If  the 
premium  remains  at  $2.60,  the  deficit  will  continue 
to  rise  significantly.  Without  a  higher  premium,  the 
revolving  funds  will  run  out  of  assets  in  FY  1988. 

For  purposes  of  this  year's  forecasts,  the 
general  methodology  used  in  the  previous  three 
Actuarial  Reports  was  applied  to  data  based  on  the 
PBGC's  experience  through  the  end  of  FY  1985.  In 
these  three  earlier  Reports,  the  PBGC's  experience 
from  FY  1975  through  FY  1981  was  regressed  in 
order  to  develop  a  trend  line.  Last  year,  to  account 
for  the  unusual  level  of  claims  in  fiscal  years  1982 
through  1984,  the  difference  between  projected 
claims  and  actual  claims  for  those  years  was  spread 
uniformly  over  the  10  years  of  the  program's  exist- 
ence. In  this  way,  it  was  assumed  that  the  average 
of  the  aggregate  excess  claims  experienced  from 
FY  1982  through  FY  1984  would  occur  only  once 
every  10  years. 

In  contrast,  in  this  year's  forecast,  the 
PBGC's  experience  over  its  entire  existence  (FY  1975 
through  FY  1985)  was  regressed,  except  for  very 
large  claims  (i.e.,  those  over  $100  million),  in  order 
to  develop  a  trend  line.  To  account  for  the  two  very 
large  claims  (one  of  which  is  pending)  that  the  Cor- 
poration became  aware  of  late  in  FY  1985,  these 
claims  were  assumed  to  have  occurred  uniformly 
over  the  program's  11  years  of  existence. 

Claims  experience  is  projected  on  a  per 
event  basis  rather  than  a  per  plan  basis  because  the 
PBGC  believes  this  is  a  more  valid  basis  for  fore- 
casting. 

The  five-year  projection  is  based  on  the  cur- 
rent premium  rate  of  $2.60  per  participant. 

Additional  key  assumptions  made  in  order 
to  estimate  the  value  of  future  assets  and  liabilities 


are: 


•  The  single-employer  program  deficit  is  $1,325 
million  as  of  September  30,  1985. 

•  Administrative  expenses  are  consistent  with 
those  contained  in  the  President's  FY  1987 
budget  and  are  maintained  at  that  level  in  esti- 
mated real  dollars  for  non-personnel  costs 
through  1990.  No  increase  in  personnel  costs 
are  assumed  after  FY  1987. 

•  The  reserve  for  guaranteed  benefits  is  valued 
at  9.25  percent  for  immediate  annuities,  with 
appropriate  rates  for  deferred  annuities. 
Investments  earn  a  rate  of  return  consistent 
with  this  assumption. 

•  The  projection  assumes  large  claims  will  occur 
with  the  same  frequency  as  they  have  in  the 
past. 

•  The  annual  growth  in  the  number  of  covered 
plan  participants  for  FY  1987  through  FY  1990 
is  projected  to  be  500,000.  It  is  based  on  the 
PBGC's  historical  experience  from  1975  to 
1979.  FY  1986  reflects  a  one-time  increase  of 

1  million  participants  due  to  the  impact  of  the 
Retirement  Equity  Act  on  the  number  of  par- 
ticipants covered  by  the  PBGC. 

These  assumptions  generate  the  following 
estimates  of  the  status  of  the  single-employer  pro- 
gram for  FY  1986  through  FY  1990.  Two  major  cav- 
eats apply  to  the  results: 

•  As  explained  above,  the  projection  does  not 
include  the  possibility  of  larger  claims  or  of 
their  occurring  at  a  greater  frequency  than 
have  occurred  historically.  Such  a  situation 
could  arise  if  several  major  companies  with 
large  underfunded  plans  were  to  fail  or  ex- 
perience severe  financial  hardship.  Such 
claims  have  been  excluded  because  the  Cor- 
poration does  not  have  a  sufficient  basis  for 
determining  that  any  specific  major  company 
will  fail  or  that  an  associated  plan  termination 
will  occur  within  the  next  five  years. 


While  the  proposed  reforms  to  the  single- 
employer  program  should  reduce  program 
losses  in  the  future,  no  adjustment  is  made 
for  the  impact  of  the  reforms  because  their  im- 
mediate effect  will  not  be  significant. 
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Based  on  these  assumptions  and  caveats, 
the  result  is  a  projected  deficit  of  $2,984  million  on 
September  30,  1990.  Table  VII.B  shows  the  PBGC's 
projected  financial  condition  for  fiscal  years  1986 
through  1990. 


Table  VII.B:  Baseline  Five-Year 

Forecast  for  the  Single-Employer 

Program 

(at  a  $2.60  premium) 

(Dollars  in  millions) 

Balance  as  of  September  30 


Fiscal  Year 

Liabilities 

$2,687 

Assets 

$1,362 

Deficit 

1985  (Actual) 

$1,325 

1986 

3,009 

1,429 

1,580 

1987 

3,348 

1,476 

1,872 

1988 

3,710 

1,509 

2,201 

1989 

4,095 

1,525 

2,570 

1990 

4,496 

1,512 

2,984 

The  PBGC  recognizes  that  there  is  a 
substantial  degree  of  variability  in  its  historical 
claims  experience,  as  well  as  uncertainty  surround- 
ing other  assumptions  underlying  its  projections. 
Therefore,  a  degree  of  uncertainty  in  the  five-year 
forecast  can  be  expected.  Accordingly,  the  deficit 
was  forecast  for  alternative  assumptions  concerning 
(1)  future  claims  and  (2)  covered  participant  growth. 

In  the  first  alternate  (more  optimistic) 
scenario,  the  following  different  assumptions  were 
made: 


•  The  number  of  participants  reflects  a  one-time 
increase  of  1  million  participants  in  FY  1986 
due  to  the  impact  of  the  Retirement  Equity 
Act  on  the  number  of  participants  covered  by 
the  PBGC,  and  growth  in  the  number  of  par- 
ticipants will  resume  in  FY  1987  and  return  by 
FY  1989  to  the  pre-FY  1984  rate  of  1.1  million 
per  year. 

These  assumptions  resulted  in  a  projected 
deficit  of  $2,652  million  on  September  30,  1990.  Table 
VII. C  shows  the  PBGC's  projected  financial  condi- 
tion under  the  alternate  scenario  for  fiscal  years  1986 
through  1990. 


Table  VII.C:  Optimistic  Five-Year 

Forecast  for  the  Single-Employer 

Program 

(at  a  $2.60  premium) 

(Dollars  in  millions) 

Balance  as  of  September  30 


Fiscal  Year 

Liabilities 

$2,687 

Assets 

$1,362 

Deficit 

1985  (Actual) 

$1,325 

1986 

2,911 

1,386 

1,525 

1987 

3,153 

1,396 

1,757 

1988 

3,418 

1,397 

2,021 

1989 

3,709 

1,391 

2,318 

1990 

4,016 

1,364 

2,652 

•  The  two  very  large  claims  that  were  recog- 
nized in  1985,  while  reflected  in  the  deficit  to 
be  amortized,  were  not  included  in  the 
adjusted  trend  line  of  projected  future  claims. 
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In  the  second  alternate  (more  pessimistic) 
scenario,  the  following  different  assumptions  were 
made: 

•  The  PBGC  experience  from  FY  1975  through 
FY  1985  (except  for  the  pending  terminations) 
was  used  in  order  to  develop  a  trend  line. 
However,  large  terminations  (such  as  the  one 
pending)  were  assumed  to  repeat  themselves 
once  every  11  years  for  purposes  of  extending 
the  trend  line. 

•  The  number  of  participants  will  not  grow 
beyond  FY  1985's  experience  except  for  the 
increase  of  1  million  participants  in  FY  1986 
due  to  the  Retirement  Equity  Act. 

These  assumptions  resulted  in  a  projected 
deficit  of  $3,577  million  on  September  30,  1990.  Table 
VII. D  shows  the  PBGC's  projected  financial  condi- 
tion under  the  alternate  scenario  for  fiscal  years  1986 
through  1990. 


Table  VII. D:  Pessimistic  Five-Year 

Forecast  for  the  Single-Employer 

Program 

(at  a  $2.60  premium) 

(Dollars  in  millions) 

Balance  as  of  September  30 


Fiscal  Year 

Liabilities 

$2,687 

Assets 

$1,362 

Deficit 

1985  (Actual) 

$1,325 

1986 

3,133 

1,483 

1,650 

1987 

3,620 

1,587 

2,033 

1988 

4,157 

1,679 

2,478 

1989 

4,744 

1,753 

2,991 

1990 

5,371 

1,794 

3,577 

As  a  third  alternate  scenario,  the  same 
assumptions  in  the  baseline  scenario  (see  p.  51) 
were  used.  However,  the  five-year  forecast  has  been 
revised  to  reflect  an  increase  in  the  single-employer 
premium  to  $8.50  per  participant,  effective  January 
1,  1986.  Such  an  increase  is  included  in  H.R.  3128, 
Consolidated  Omnibus  Reconciliation  Act  of  1985, 
which  is  pending  before  Congress. 

These  assumptions  result  in  a  projected 
deficit  of  $1,855  million  on  September  30,  1990.  Table 
VILE  shows  the  projected  financial  condition  of  the 
single-employer  program  for  fiscal  years  1986 
through  1990  under  this  alternate  scenario. 


Table  VILE:  Baseline  Five- Year 

Forecast  for  the  Single-Employer 

Program 

(at  an  $8.50  premium  effective 
January  1,  1986) 

(Dollars  in  millions) 

Balance  as  of  September  30 


Fiscal  Year 

Liabilities 

$2,687 

Assets 

$1,362 

Deficit 

1985  (Actual) 

$1,325 

1986 

3,055 

1,595 

1,460 

1987 

3,395 

1,857 

1,538 

1988 

3,758 

2,131 

1,627 

1989 

4,144 

2,412 

1,732 

1990 

4,545 

2,690 

1,855 
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Statement  of  Actuarial  Opinion 
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It  is  our  opinion  that  (1)  the  techniques  and  methodology  used  herein  for  evaluating  the  Corporation's 
actuarial  liability  for  the  single-employer  and  multiemployer  programs  are  generally  accepted  within  the  ac- 
tuarial profession;  and  (2)  the  assumptions  used  and  the  resulting  liability  totals  are,  in  the  aggregate, 
reasonable  for  the  purpose  of  evaluating  the  financial  and  actuarial  status  of  the  trust  and  revolving  funds,  tak- 
ing into  consideration  the  experience,  expectations,  and  methodologies  described  herein. 


Kevin  Wells, 

Associate  of  the  Society  of  Actuaries, 

Acting.  Chief  Actuary,  PBGC 


5seph  Apptettaum, 
Fellow  of  the  Society  of  Actuaries 
Actuary,  PBGC 
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Appendixes 


Appendix  VII -Aa:  Portion  of  Reserve  Calculated  on  an 
Individual  Participant  Basis 


(Dollars  in  millions) 


Single-Employer 


Multiemployer 


Recipient 
Class 

Pay-Status 

Deferred 

Other 

Total 


Benefit 
Recipients 

23,908 
9,662 
2,753 

36,323 


Liability 

$292.0 
54.8 
40.6 

$387.4 


Benefit 
Recipients 

2,950 

46 

12 

3,008 


Liability 

$19.8 
0.2 


$20.1 


*Less  than  $50,000 


Appendix  VII-Ab:  Individual  Participant  Valuation  Liability 

for  Pay-Status  Recipients 


(Dollars  in  millions) 

Single 

-Employer 

Attained  Age 

Recipients 

Liability 

Under  50 

186 

$    3.6 

50-54 

369 

8.5 

55-59 

1,339 

25.3 

60-64 

4,158 

63.6 

65-69 

5,849 

79.4 

70-74 

5,852 

66.7 

75-79 

3,657 

31.0 

80-84 

1,696 

10.6 

85-89 

602 

2.7 

Over  89 

200 

0.6 

Multiemployer 

Recipients 

Liability 

0 

$      0 

0 

0 

33 

0.9 

160 

3.2 

410 

4.4 

413 

4.2 

700 

3.6 

671 

2.3 

381 

0.9 

182 

0.3 

Total 


23,908 


$292.0 


2,950 


$19.8 
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Appendix  VII -Ac:  Individual  Participant  Valuation  Liability 
for  Deferred  Status  Recipients 


*Less  than  $50,000 


(Dollars  in 

millions) 

Single 

-Employer 

Attained 

Age 

Recipients 

Liability 

Under  40 

730 

$  1.1 

40-44 

824 

2.3 

45-49 

1,182 

3.9 

50-54 

2,182 

11.0 

55-59 

2,690 

19.5 

60-64 

1,888 

15.0 

Over  64 

166 

2.0 

Total 

9,662 

$54.8 

Multiemployer 

Recipients 

Liability 

2 

$    * 

1 

* 

3 

* 

9 

* 

18 

0.1 

13 

0.1 

0 

0 

46 
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Appendix  VII-Ba:  Estimated  Liability  Portion  Including 
Final  Benefit  Determinations 


t 

i 

in 


(Dollars  in  millions) 


Plans  with  final  benefits 

Plans  with  estimated  final  benefits 

Total 


Single 

-Employer 

Plans 

Liability 

159 
404 

$    295.3 
1,300.3 

563 

$1,595.6 

Multiemployer 
Plans  Liability 


$1.2 
0.3 

$1.6 


Appendix  VII-Bb:  Estimated  Liability  Large  Plan  Summary 


Plans  with  final  benefits 

Plans  with  estimated  final  benefits 

A.  Large  Plans* 

B.  Other 

Total 

*Estimated  value  of  guaranteed  benefits  of  $10  million  or  more  per  plan  at  date  of  plan  termination. 


Single-Empl 

oyer 

Multiempl 

Dyer 

Number 

Percent 

Number 

Percent 

of 

of  Total 

of 

of  Total 

Plans 

Liability 

Plans 

Liability 

159 

18.5% 

3 

78.3% 

22 

60.4 

0 

.0 

382 

21.1 

1 

21.7 

563 

100.0% 

4 

100.0% 
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Appendix  VII-Bc:  Distribution  of  the  Estimated  Liability  by  Recipient  Status 


Recipient  Class 


Percentage  of  Total  Liability 
Single-Employer  Multiemployer 


Retired 
Active  Vested 
Terminated  Vested 

Total 


51.5% 
40.3 
8.2 


38.8% 

51.0 

10.2 


100.0% 


100.0% 


Appendix  VII-C:  Reconciliation  of  Reserve  for  Guaranteed  Benefits 


(Dollars  in  millions) 


1.  FY  1984  Reserve  for  Guaranteed  Benefits 

2.  Changes:  assumptions,  data,  and  methods 

a.  Change  in  interest  assumption 

b.  Changes  in  data 

c.  Changes  in  method 

d.  Total 

3.  Expected  interest  and  effect  of 
experience  results** 

4.  Change  in  inventory  and  DOPT***  liability 

a.  Increase  in  DOPT***  liability 

b.  Effect  of  projections  to  fiscal  year-end 

c.  FY  1985  liability 

5.  Benefits  Paid 

6.  Plans  Pending  Termination 

7.  FY  1985  Reserve  for  Guaranteed  Benefits 
1   +  2.d.  +  3  +  4.c.  -5  +  6 


Single-Employer 

Multiemployer 

$1,496.6 

$22.0* 

196.0 

1.2 

(4.3) 

(0.1) 

(0.4) 

(0.1) 

191.3 

1.0 

167.7 


2.2 


273.4 

(0) 

24.2 

0 

297.6 

(0) 

170.2 

3.5 

671.2 

0 

$2,654.2 

$21.7* 

*  Pre-MPPAA  terminations 
**  Tabular  interest  and  mortality  experience 
f*  Date  of  Plan  Termination 
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Appendix  VII-D:  Claims  Experience  by  Fiscal  Year* 
(Single-Employer  Program) 


(Dollars  in  millions) 

Net  Claims 

Average 
Net  Claim 

as  a 
Percent  of 

Guaranteed 

Per 

Guaranteed 

Date  of 

Number 

Benefit 

Plan 

Employer 

Total  Net 

Terminated 

Benefit 

Termination 

of  Plans 

98 

Liability 

$55.8 

Assets 

$19.4 

Liability 

$6.6 

Claims** 

$29.7 

Plan 

Liability 

7/1/74  -  6/30/75 

$0.3 

53.2% 

7/1/75  -  9/30/76 

172 

88.4 

44.3 

25.9 

18.1 

0.1 

20.5 

10/1/76  -  9/30/77 

129 

51.8 

21.0 

7.4 

23.4 

0.2 

45.2 

10/1/77  -  9/30/78 

100 

124.6 

45.6 

6.7 

72.3 

0.7 

58.0 

10/1/78  -  9/30/79 

81 

81.5 

32.4 

4.2 

44.9 

0.6 

55.1 

10/1/79  -  9/30/80 

106 

180.1 

81.8 

6.7 

91.6 

0.9 

50.9 

10/1/80  -  9/30/81 

132 

165.8 

71.2 

26.3 

68.3 

0.5 

41.2 

10/1/81  -  9/30/82 

126 

438.7 

174.2 

7.1 

257.4 

2.0 

58.7 

10/1/82  -  9/30/83 

124 

441.7 

226.1 

15.8 

199.8 

1.6 

45.2 

10/1/83  -  9/30/84 

84 

62.9 

24.1 

2.1 

36.6 

0.3 

58.2 

10/1/84  -  9/30/85 

39 

265.1 

74.9 

3.1 

187.0 

4.8 

70.5 

TOTAL 

1,191 

$1,956.3 

$815.1 

$112.1 

$1,029.1 

$0.9 

52.6% 

I 

Cti 

»     m 


Note:  Detail  may  not  add  to  total  due  to  rounding. 

*  The  data  presented  are  as  of  the  date  of  plan  termination  using  data  as  they  existed  at  the  time  of  the  FY  1985  closing.  The 
amounts  reflected  here  are  not  entirely  consistent  with  the  amounts  originally  reported  because  of  revised  estimates  of  some 
previously  reported  claims. 

**  The  net  claim  values  presented  here  for  fiscal  years  1984  and  1985  are  different  from  the  values  presented  on  p.  28  of  the 
Financial  Statements.  The  Statements  show  claims  of  $41 .7  million  and  $657.9  million  for  fiscal  years  1984  and  1985, 
respectively,  compared  to  Appendix  VII-D  values  of  $36.6  million  and  $187.0  million,  respectively.  Appendix  VII-D  data  reflect 
plans  in  the  year  they  terminated,  not  the  year  they  were  first  recognized  in  the  Financial  Statements.  Also,  in  this  Appendix, 
plans  pending  termination  are  not  included,  and  adjustments  resulting  from  more  current  information  on  the  plans  terminated 
in  prior  years  are  reflected  in  the  fiscal  year  during  which  the  terminations  actually  occurred.  The  Financial  Statements,  on  the 
other  hand,  reflect  this  information  in  the  years  in  which  the  information  is  received. 
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Appendix  VH-E:  Distribution  of  Guaranteed  Benefit  Liability 

and  Net  Claims*  by  Size 
(Single-Employer  Program) 

(Dollars  in  millions) 


Guaranteed  Benefit 

Net  Claims 

Net  Claims 

Liability 

(Per  Plan  Basis) 

(Event  Basis) 

Number 

Total  Guaranteed 

Number 

Total  Net 

Number 

Total  Net 

Size 

of  Plans 

Benefit  Liability 

of  Plans 

Claims 

of  Events 

Claims 

Greater  than  $50  million 

6 

$ 

513.2 

3 

$    253.0 

6 

$    452.4 

$25  -  50  million 

14 

491.2 

7 

231.9 

4 

166.7 

$10  -  25  million 

15 

241.9 

11 

183.7 

7 

109.8 

$5  -  10  million 

22 

150.0 

15 

98.9 

9 

60.1 

$2-5  million 

71 

231.5 

32 

94.9 

34 

105.1 

$1-2  million 

87 

124.7 

44 

58.5 

35 

45.9 

$500,000  -  1  million 

123 

83.7 

67 

46.4 

53 

36.8 

$250,000  -  500,000 

161 

56.2 

75 

26.4 

57 

20.3 

$100,000  -  250,000 

272 

44.0 

135 

22.5 

119 

20.2 

Less  than  $100,000 

420 

19.9 

802 

13.0 

663 

11.7 

TOTAL 

1,191 

$1,956.3 

1,191 

$1,029.1 

987 

$1,029.1 

Note:  Detail  may  not  add  to  total  due  to  rounding. 

*The  data  presented  are  as  of  the  date  of  plan  termination  using  data  as  they  existed  at  the  time  of  the  FY  1985  closing.  The  amounts 
reflected  here  are  not  entirely  consistent  with  the  amounts  originally  reported  because  of  revised  estimates  of  some  previously 
reported  claims. 
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Organization 

(as  of  September  30,  1985) 


Board  of  Directors 


William  E.  Brock,  Chairman 
Secretary  of  Labor 


James  A.  Baker,  III 
Secretary  of  Treasury 


i 

Malcolm  Baldrige 
Secretary  of  Commerce 
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Management:  Office  of  the 
Executive  Director 


I  A 


Kathleen  P.  Utgoff 
Executive  Director 


Corporate  Departments 

Benefit  Payments  Department 
Jesse  L.  Paredes,  Director 


Royal  S.  Dellinger 
Deputy  Executive  Director 
for  Insurance  Programs 


a 


Kevin  W.  Putt 

Deputy  Executive  Director 

for  Resource  Management 


Corporate  Budget  Department 
Henry  R.  Thompson,  Director 


Communications  &  Public  Affairs  Department 
E.  William  FitzGerald,  Acting  Director 

Computer  Resources  Support  Department 
Ronald  Dreer,  Director 


Corporate  Policy  &  Regulations  Department 
E.  Thomas  Veal,  Director 

Financial  Operations  Department 
Lawrence  Maslan,  Director 


Corporate  Administrative  Planning  Department 
Stephen  J.  Faherty,  Sr.,  Director 


60 


Human  Resources  &  Support  Services  Department 
Robert  E.  Geiger,  Director 

Information  Resources  Support  Department 
Linda  P.  Eatmon,  Director 


Internal  Audit  Department 
Wayne  R.  Poll,  Director 

Legal  Department 

Edward  R.  Mackiewicz,  General  Counsel 


Information  Systems  Department 
Richard  L.  Conroy,  Director 

Insurance  Operations  Department 
William  M.  DeHarde,  Director 


Participant  &  Employer  Appeals  Department 
Charles  E.  Skopic,  Director 


The  PBGC  Advisory  Committee, 
Appointed  by  the  President  of  the 
United  States 


Representing  the  Interests  of  the  General  Public: 

Roger  F.  Martin,  Committee  Chairman 

Senior  Vice  President, 

MGIC  Investment  Corporation 

Milwaukee,  Wisconsin 

—term  expires  2/87 

Joseph  Geronimo,  Vice  President* 

Employee  Benefit  Group,  Bankers  Trust  Company 

New  York,  New  York 

—term  expires  2/87 

John  F.  Hotchkis,  Partner* 
Hotchkis  &  Wiley 
Los  Angeles,  California 
—term  expires  2/86 


Representing  the  Interests  of  Employers: 

Murray  P.  Hayutin,  President** 
Reichart-Silversmith,  Inc. 
Denver,  Colorado 
—term  expires  2/86 

Ralph  J.  Wood,  Jr.* 
Gerwood,  Inc. 
Chicago,  Illinois 
—term  expires  2/86 

Representing  the  Interests  of  Employee  Organizations: 

Perry  Joseph,  Business  Manager** 
Carpet,  Linoleum,  Hardwood  & 

Resilient  Tile  Layers'  Local  Union 

No.  1310  AFL-CIO 
St.  Louis,  Missouri 
—term  expires  2/87 

Eugene  B.  Burroughs,  Director** 
Investment  Department 
International  Brotherhood  of  Teamsters 
Washington,  DC. 
—term  expires  2/88 

*member,  Investment  Subcommittee 

**member,  Regulations  Subcommittee 
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Pension  Benefit  Guaranty  Corporation 
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Highlights 


The  Pension  Benefit  Guaranty 
Corporation  (PBGC)  is  responsible 
for  ensuring  the  retirement  income 
of  nearly  40  million  Americans — 
one  out  of  every  three  workers.  By 
the  end  of  FY  1986,  the  Corpora- 
tion faced  the  largest  deficit  and 
die  largest  claims  in  its  12-year  his- 
tory as  it  became  responsible  for 
major  pension  plans  of  a  troubled 
steel  industry.  The  PBGC  has 
assets  to  continue  payments  to  cur- 
rent retirees,  but  action  is  needed 
now  to  secure  these  promises  for 
the  future. 


Single-Employer  and 
Multiemployer  Programs 
Combined 


Pension 
Benefit 
Guaranty 
Corporation 


enew  all  Library  Materials!  The  Minimum  Fee  for 
(50.00. 

'.irging  this  material  is  responsible  for 
p  library  from  which  it  was  withdrawn 
le  Latest  Date  stamped  below. 

id  underlining  of  books  are  reasons  for  discipli- 
y  result  in  dismissal  from  the  University, 
ihone  Center,  333-8400 

Illinois  library  at  urbana-champaign 


At  Fiscal  Year-End 


FY  1986       FY  1985 


(Dollars  in  millions) 

Assets 

Liabilities 

Accumulated  Deficit 

Accumulated  Number  of 
Plans  (trusteed,  pending 
trusteeship  and  termination) 

Total  Number  of  Participants 
Owed  Guaranteed  Benefits 


$  1,838.6 
$  5,620.3 
$(3,781.6) 


1,355 


$  1.233.0 
$  2,531.5 
$(1,298.5) 


1,201 


360,000   170,000 


For  The  Fiscal  Year 


FY  1986       FY  1985 


(Dollars  in  millions) 

Premium  Revenues 

Investment  and  Other 

Income 

Results  of  Operations  (loss) 

Benefits  Paid 

Number  of  Participants  Paid 

Number  of  Plans  Trusteed 


J16.1 


$275.7 

$(2,483.1) 

$263.8 

94,000 

120 


$  96.0 

$138.4 
$(853.8) 

$173.7 

77,900 

91 


199? 
41992 


L161— O-1096 


DEPOSITORS 


MAR  3  0  1987 

UNIVERSITY  OF  ILLINOIS 
AT  URBANA-CHAMPAIGN 


Impact  of  Steel 
Industry  Terminations 
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Letter  of  Transmittal 


The  President 
The  While  House 
Washington,  D.C.  20500 

The  Honorable  George  Bush 
President  of  the  U.S.  Senate 
Washington,  D.C.  20510 

The  Honorable  Jim  Wright 
Speaker  of  the  House  of  Representatives 
Washington,  D.C.  20515 


Gentlemen: 

We  are  pleased  to  submit  the  12th  Annual  Report  of  the  Pension  Benefit  Guar- 
anty Corporation  (PBGC)  in  accordance  with  section  4008  of  the  Employee 
Retirement  Income  Security  Act  of  1974  (ERISA),  as  amended.  This  report  for 
fiscal  year  1986  summarizes  the  activities  and  accomplishments  of  the  PBGC 
and  includes  the  Corporation's  financial  statements  as  of  September  30,  1986. 

The  Single-Employer  Pension  Plan  Amendments  Act  of  1986  (SEPPAA)  was 
signed  into  law  on  April  7,  1986.  While  the  legislation  is  an  important  step  in 
protecting  the  insurance  program,  serious  problems  still  remain.  A  major  threat 
to  the  agency's  future  solvency  is  the  growing  size  of  claims  against  the  PBGC, 
resulting  from  the  underfunding  of  pension  plans.  By  the  end  of  FY  1986,  the 
PBGC  faced  its  greatest  deficit — nearly  tripled  over  the  previous  year — and  the 
largest  claims  in  its  12-year  history  as  it  became  responsible  for  pension  plans  of 
a  troubled  steel  industry.  The  current  premium  does  not  provide  adequate  fund- 
ing for  claims  now  experienced  by  the  PBGC,  nor  does  it  cover  the  existing 
deficit. 

Pensioners  who  depend  on  the  PBGC  are  not  in  any  immediate  danger  because 
the  Corporation  does  have  assets.  The  PBGC  is  continuing  to  work  within  the 
Administration  on  legislative  change  to  help  keep  the  pension  promises  that  have 
been  made  and  to  protect  future  generations  of  older  Americans. 


Sincerely  yours, 


William  E.  Brock 
Secretary  of  Labor 
Chairman  of  the  Board 


Kathleen  P.  Utgoff 
Executive  Director,  PBGC 
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Overview 


early  40  million  Americans — one  out  of  every  three  workers — rely 
upon  the  Pension  Benefit  Guaranty  Corporation  to  protect  their  pen- 
sions. Through  its  insurance  programs,  the  PBGC  bears  the  respon- 
sibility of  ensuring  the  retirement  income,  and  thereby  the  financial 
security,  of  American  workers.  In  carrying  out  this  mission,  the  agency  acts  on 
behalf  of  these  people,  and  particularly  on  behalf  of  elderly  Americans,  virtually 
on  a  daily  basis. 


Insurance 
Programs 


ID 


The  PBGC  is  a  Federal  Government  agency  created  under  Title  IV  of  the 
Employee  Retirement  Income  Security  Act  of  1974  (ERISA).  The  PBGC  admin- 
isters two  insurance  programs  covering  participants  in  most  tax-qualified,  private- 
sector  defined  benefit  pension  plans.  One  program  insures  plans  sponsored  by  a 
single  employer,  or  by  a  group  of  employers  if  a  plan  is  not  collectively  bar- 
gained. The  other  program  covers  collectively  bargained  plans  that  are  sponsored 
jointly  by  more  than  one  employer  and  by  a  labor  union. 

The  single-employer  pension  plan  termination  insurance  program  guarantees 
payment  of  basic  retirement  benefits  when  covered  single-employer  pension 
plans  terminate.  The  multiemployer  pension  plan  insolvency  insurance  program 
provides  financial  assistance  to  insolvent  multiemployer  plans  in  order  to  guaran- 
tee the  continued  payment  of  basic  retirement  benefits. 

The  PBGCs  single-employer  program  currently  covers  more  than  30  million  par- 
ticipants in  more  than  1 10,000  defined  benefit  pension  plans.  Industries  with 
pension  plans  insured  by  the  PBGC  range  from  manufacturing  to  transportation, 
from  sports  to  retail  businesses,  from  construction  to  scientific  research. 

In  FY  1986,  the  single-employer  program  paid  $260.5  million  in 
benefits  to  90,750  retirees  and  participants  of  plans  that  had  termi- 
nated. Another  264,000  participants  of  plans  that  have  terminated  or 
are  pending  termination  will  begin  receiving  benefit  payments  from 
the  PBGC  when  they  become  eligible. 


During  FY  1986,  the  PBGC  became  trustee  of  120  terminated 
single-employer  plans.  At  the  end  of  the  fiscal  year,  the  PBGC  had 
become,  or  was  expected  to  become,  trustee  of  1,345  terminated 
plans  and  plans  pending  termination. 

The  PBGC's  multiemployer  program — as  revised  by  the  Multiemployer  Pension 
Plan  Amendments  Act  of  1980 — covers  approximately  8.2  million  participants  in 
about  2,300  plans. 

As  of  the  end  of  FY  1986,  the  PBGC  had  provided  approximately 
$5.3  million  in  financial  assistance,  after  repayments,  to  five  mul- 
tiemployer plans.  Of  the  total  amount,  the  PBGC  had  provided 
$2.1  million  in  financial  assistance,  after  repayment,  during  FY 
1986  alone. 


Program 

Reforms 


Continuing 
Problems 


Legislation  enacted  in  April  1986  amended  ERISA  and  substantially  changed 
the  PBGC's  single-employer  pension  plan  insurance  program.  This  legislation, 
the  Single-Employer  Pension  Plan  Amendments  Act  of  1986  (SEPPAA), 
restricted  the  circumstances  under  which  an  employer  may  terminate  a  plan, 
improved  benefit  protection  for  participants  in  terminating  plans,  and  increased 
the  employer's  liability  to  the  PBGC  and  to  plan  participants  when  a  terminating 
plan  is  underfunded. 

The  law  also  increased  insurance  premiums — effective  for  plan  years  commenc- 
ing January  1,  1986— from  $2.60  to  $8.50  per  participant  for  single-employer 
plans.  Although  the  increase  was  not  in  effect  throughout  the  fiscal  year,  which 
began  on  October  1,  1985,  the  Corporation's  premium  income  increased  to 
$216.1  million,  $120.1  million  more  than  was  reported  in  FY  1985. 

The  legislation  was  intended  to  minimize  program  abuse,  to  encourage  the  main- 
tenance and  continuation  of  voluntary  defined  benefit  pension  plans,  and  to  con- 
tinue to  ensure  the  timely  and  uninterrupted  payment  of  pension  benefits  to 
participants  and  beneficiaries  of  PBGC-insured  plans.  Unfortunately,  the  legisla- 
tion is  not  sufficient  to  secure  the  program's  future.  The  PBGC  now  faces  a  finan- 
cial crisis  that  poses  a  serious  threat  to  the  future  of  its  single-employer  insurance 
program. 

Payments  to  current  retirees  are  not  at  risk  in  the  immediate  future,  and  there  is 
sufficient  time  to  make  the  necessary  changes.  But  the  need  for  changes  must  not 
be  ignored. 

The  PBGC  was  created  to  protect  the  pensions  of  the  millions  of  Americans,  both 
working  and  retired,  who  participate  in  pension  plans  that  promise  a  specific 
retirement  benefit.  In  fulfilling  this  purpose,  however,  the  agency  must  confront 
and  resolve  complex  legal  and  financial  problems. 

By  the  end  of  FY  1 986,  the  PBGC  faced  its  greatest  deficit,  almost  $4  billion, 
and  the  largest  claims  in  its  1 2-year  history  as  it  became  responsible  for  several 
major  pension  plans  of  a  troubled  steel  industry. 


Growth  of  Deficit 
(Dollars  in  millions) 


In  late  September  1986,  the  Nation's  second  largest  steel  producer,  LTV  Corpo- 
ration, announced  that  termination  of  its  pension  plans  was  essential  to  its  reor- 
ganization under  bankruptcy.  Including  the  LTV  plans,  nearly  four-fifths  of  the 
PBGC's  deficit  is  attributable  to  steel  industry  claims. 

LTV,  which  filed  for  protection  under  the  Bankruptcy  Code  in  July  1986,  has 
approximately  $2.2  billion  in  unfunded  guaranteed  benefits  under  four  major 
pension  plans  for  its  steelmaking  subsidiaries.  These  benefits  represent  obliga- 
tions to  more  than  108,600  plan  participants.  Taking  the  loss  from  these  pension 
plans  into  account,  the  PBGC's  FY  1986  deficit  virtually  tripled  over  the 
FY  1985  deficit.  Furthermore,  current  projections  indicate  that  annual  benefit 
payments  to  LTV  plan  participants  alone  will  be  greater  than  the  PBGC's  total 
annual  single-employer  premium  revenues. 
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The  growing  size  of  claims  against  the  PBGC,  as  depicted  below,  resulting  from 
the  underfunding  of  a  small  percentage  of  private  pension  plans,  threatens  the 
PBGC's  future  ability  to  protect  the  pensions  of  the  elderly  covered  by  the  Corpo- 
ration's single-employer  program.  The  number  of  terminations  of  insufficiently 
funded  plans  has  varied  very  little  over  the  years.  However,  the  funded  status  of 
plans  that  have  taken  advantage  of  the  PBGC's  benefit  guarantees  has  deterio- 
rated over  the  past  two  years. 

This  fact,  coupled  with  the  increase  in  the  size  of  terminated  plans  which  has  also 
been  dramatic  during  the  past  two  years,  has  placed  even  greater  pressure  on  the 
Corporation's  already  overburdened  insurance  program. 

Plan  underfunding  has  led  to  the  PBGC's  current  financial  crisis,  with 
$2,501  million  in  losses  reported  for  FY  1986.  Plan  underfunding  continues  to 
be  a  problem,  as  illustrated  by  the  massive  underfunding  of  LTV's  pension  plans 
and  others  in  the  steel  industry. 


Impact  of  Steel 
Industry  Terminations 
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The  current  $8.50  premium  will  not  be  enough  to  make  up  for  the  PBGC's 
adverse  claims  experience  in  fiscal  years  1985  and  1986.  In  fact,  the  PBGC's 
deficit  is  now  more  than  20  times  higher  than  it  was  when  Congress  first  consid- 
ered raising  the  premium. 

Despite  the  passage  of  SEPPAA,  the  PBGC  expects  that  it  will  continue  to  suffer 
losses  from  (1)  seriously  underfunded  plans  and  (2)  a  limited  ability  to  collect  on 
claims  against  employers  terminating  these  underfunded  plans. 

The  PBGC's  recent  experience  makes  it  clear  that  ERISA's  minimum  funding 
standards  do  not  work  for  all  underfunded  plans.  For  example,  one  of  the  largest 
insufficient  plans  terminated  in  the  PBGC's  history — Allis-Chalmers — had  enough 
assets  for  only  one  month  of  benefit  payments  at  the  time  of  termination.  Yet  the 
plan  had  never  received  a  funding  waiver,  nor  had  the  employer  ever  failed  to 
make  a  required  contribution  to  the  plan. 

On  June  24,  1986,  PBGC  Executive  Director  Kathleen  P.  Utgoff  testified  at  a 
joint  hearing  held  by  two  subcommittees  of  the  House  Ways  and  Means  Commit- 
tee on  the  effects  of  plan  underfunding  on  (1)  participants,  whose  benefits  even- 
tually may  be  cut,  and  (2)  premium  payers,  who  must  subsidize  underfunded 
plans  and  fund  the  PBGC's  deficit. 

The  Administration  is  presently  developing  legislative  proposals  to  strengthen 
minimum  funding  standards  and  to  redesign  the  premium  rate  structure.  Under 
study  is  the  possibility  of  changing  the  Corporation's  status  in  bankruptcy  pro- 
ceedings. 
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The  PBGC  undertook  a  number  of  actions  in  FY  1986  to  protect  plan  partici- 
pants, particularly  retirees,  and  to  maintain  the  insurance  programs  ability  to 
protect  workers  in  the  future. 

The  Corporation,  with  no  increase  in  staff,  achieved  record  levels  of  productivity 
and  service  to  the  pensioners  it  protects.  The  Corporation: 

Assumed  responsibility  for  the  two  largest  claims  ever  to  come  to  the 
PBGC— Wheeling-Pittsburgh  Steel  Company  and  LTV's  Republic 
Steel  Company — and  placed  16,000  retirees  into  pay  status,  without 
interruption  of  their  monthly  pension  payments. 

Prepared  to  place  into  pay  status  an  additional  60,000  retirees  of 
three  other  LTV  pension  plans  covering  salaried  and  hourly  workers 
of  the  former  Republic  Steel  and  Jones  and  Laughlin  companies. 

Implemented  the  Single-Employer  Pension  Plan  Amendments  Act  of 
1986  (SEPPAA),  publishing  transitional  guidance  for  plan  Adminis- 
trators within  three  days  of  passage  of  the  Act  and  putting  new  proce- 
dures in  place  for  payment  of  increased  premiums  and  processing  of 
applications. 

Received  6,829  sufficient  non-trusteed  and  standard  terminations  for 
processing  according  to  requirements  of  the  new  law.  The  year  also 
saw  a  decrease  in  terminations  in  which  excess  assets,  which  resulted 
from  overfunding,  reverted  to  companies.  During  calendar  year 
1986,  employers  claimed  surplus  assets  in  excess  of  $1  million  per 
plan  from  194  plans  as  compared  to  525  plans  for  the  previous  cal- 
endar year. 

Completed  major  computerization  initiatives  to  (1)  improve  service 
through  installation  of  a  new  benefit  computation  system  and  (2) 
improve  accuracy  and  comprehensiveness  of  financial  accounting 
with  a  system  now  nearing  completion. 

Succeeded  against  a  challenge  to  the  constitutionality  of  the  Multiem- 
ployer Act  in  litigation  before  the  Supreme  Court.  The  Court  upheld 
the  Act's  withdrawal  liability  and  premium  provisions.  Another  major 
challenge  to  the  Act  will  be  heard  by  the  Court  early  in  1987. 

Demonstrated  determination  to  protect  pensioners  and  the  insurance 
system  in  taking  action  on  troubled  LTV  Corporation  steel  pension 
plans.  One,  the  Republic  Retirement  Plan,  which  covered  nearly 
8,000  salaried  employees,  had  only  $7,700  in  assets  that  could  be 
liquidated  to  pay  its  $2  million  pension  obligation  for  the  upcoming 
month.  Three  days  before  the  start  of  the  month,  the  PBGC  stepped 
in  to  ensure  that  participants  would  continue  to  receive  their  benefits 
without  interruption,  thus  incurring  one  of  the  largest  losses  from  a 
single  plan  termination  in  the  Corporation's  history. 
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Also  in  FY  1986,  the  PBGC  filed  the  largest  claims  in  its  history— totaling 
approximately  $667  million — against  Wheeling-Pittsburgh  in  bankruptcy  court. 
The  variety  of  these  claims — employer  liability,  fiduciary  liability,  liability  for 
breach  of  minimum  funding  standard,  liability  for  contractual  breach,  liquidation 
value  of  preferred  stock  assets,  liquidated  damages  for  unpaid  compensation — 
demonstrated  the  Corporation's  resolve  to  end  abuses  of  the  pension  system.  The 
PBGC  believes  that,  in  effect,  the  company  used  money  that  should  have  been 
contributed  to  the  pension  plans  to  support  itself  prior  to  its  entry  into  bankruptcy 
proceedings.  As  a  result,  Wheeling-Pittsburgh  transferred  its  pension  obligations 
onto  the  PBGC  and  its  premium  payers. 

Other  management  actions  to  improve  the  financial  status  of  the  Corporation 
included: 


Expediting  billing  to  achieve  the  increase  in  premium  income 
stipulated  by  SEPPAA. 

Aggressively  pursuing  recoveries  on  claims  in  litigation. 

Streamlining  organization  and  emphasizing  productivity  to  meet 
growing  workload  needs. 

Prudently  diversifying  investment  of  Corporate  assets  to  capture 
high  returns. 
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During  FY  1986,  Kathleen  P.  Utgoff,  Executive  Director  of  the  PBGC 
since  August  1985,  took  steps  to  strengthen  the  Corporation's  struc- 
ture to  increase  productivity.  Deputy  Executive  Director  for  Insur- 
ance Programs  Royal  S.  Dellinger  and  Deputy  Executive  Director 
for  Resource  Management  Kevin  Putt  (who  resigned  in  December  1986)  worked 
closely  with  her. 

Continuing  computerization  of  operations  expanded  the  Corporation's  ability 
to  be  more  timely  in  entering,  managing,  and  retrieving  updated  and  accurate 
information. 

Implementation  of  the  PBGC's  computerized  Financial  Accounting 
and  Reporting  System  was  begun  in  1986.  When  the  system 
becomes  fully  operational,  it  will  improve  the  Corporation's  ability  to 
manage  and  control  financial  data  in  all  areas,  thus  making  greater 
accountability  possible  throughout  the  PBGC. 


The  major  portion  of  a  new  automated  Benefit  Computation  and  Valu- 
ation System  was  implemented  in  FY  1986.  It  enables  the  Corpora- 
tion to  (1)  compute  individual  participant  benefit  valuations  and  thus 
calculate  a  terminating  plan's  total  liability  and  (2)  determine  if  the 
plan  has  enough  assets  to  pay  all  the  benefits.  The  ability  to  perform 
these  calculations  in-house  and  under  close  control  increases  the  Cor- 
poration's potential  for  future  administrative  savings. 

Two  Corporate  departments  were  eliminated  and  their  functions  transferred  to 
other  appropriate  existing  departments,  a  move  that  increased  productivity 
through  alignment  of  similar  duties  and,  at  the  same  time,  reduced  duplication  of 
effort. 

A  third  department  was  restructured  in  recognition  of  the  substantial  comple- 
tion of  major  automated  data  processing  systems  development  initiatives, 
and  another  department  was  realigned  to  make  it  responsive  to  SEPPAA 
requirements. 

A  management  tracking  system  based  on  critical  success  factors  was  introduced 
by  the  Executive  Director  to  foster  creativity  and  initiative  in  reaching  major 
objectives,  such  as  improved  financial  soundness,  strong  budget  management, 
and  greater  Corporate  efficiency  throughout  the  agency. 

Though  the  staffing  level  remained  constant,  the  reassignment  of  staff  and  the 
redefinition  of  duties  increased  productivity  despite  heavier  work  loads, 
expanded  benefit  payments,  and  SEPPAA-required  changes. 
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he  PBGC,  in  1986,  responded  not  only  to  the  processing  of  termi- 
nation requests  from  plan  administrators  and  to  the  benefit  pay- 
ments of  participants,  but  also  to  the  immediate  need  to  institute 
changes  resulting  from  passage  of  SEPPAA. 


In  FY  1986,  the  Corporation  received  6,829  sufficient  non-trusteed  or  "stan- 
dard" plan  termination  notices,  21  percent  fewer  than  in  FY  1985.  The  Corpora- 
tion closed  3,475  cases  in  FY  1986,  54  percent  fewer  than  in  FY  1985. 

Many  reasons  account  for  the  decrease  in  the  number  of  notices  received  and 
cases  processed,  such  as  the  SEPPAA  requirement  that  affected  parties  must  be 
notified  of  intent  to  terminate  at  least  60  days  before  the  proposed  date  of  termi- 
nation. Although  SEPPAA  was  not  in  effect  for  the  entire  fiscal  year,  and  it  is  not 
yet  possible  to  assess  its  full  impact  on  plan  terminations,  it  did  change  provisions 
governing  the  voluntary  termination  of  single-employer  plans  covered  by  the 
PBGC.  These  changes — such  as  new  restrictions  on  terminations;  revised  filing 
obligations;  the  provision  that  retroactively  requires  all  notices  submitted  between 
January  1,  1986,  and  April  6,  1986,  be  modified  to  conform  to  certain  transi- 
tional rules — were  certainly  responsible  for  some  portion  of  the  decrease. 
Another  contributing  factor  could  have  been  the  change  in  interest  rates:  the 
greater  liability  resulting  from  lower  interest  rates  undoubtedly  made  standard 
terminations  to  achieve  asset  reversions  less  attractive  than  in  the  past. 

Despite  the  PBGC's  prompt  publication  of  interim  procedures  for  compliance 
with  SEPPAA  requirements,  approximately  two-thirds  of  all  standard  plan  termi- 
nations were  fded  incorrectly.  The  PBGC  identified  some  of  the  common  filing 
errors,  which  included  omission  of  the  date  on  which  the  required  advance  notice 
was  issued;  failure  to  sign  one  of  the  required  forms;  and  not  including  complete 
information  as  required  under  the  PBGC's  interim  termination  procedures. 


Single-Employer  Sufficient 
Plan  Terminations  Received 
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In  response  to  these  identified  problems,  the  Corporation  began  educational 
efforts  to  aid  filers  in  completing  applications  accurately  and  without  error. 

The  PBGC  processed  fewer  plan  terminations  for  asset  reversions  than  in  the  two 
previous  years.  The  PBGC  maintains  statistics  on  terminations  that  result  in  the 
reversion  of  $  1  million  or  more  of  surplus  assets  to  the  employer.  The  table 
below,  based  on  data  contained  in  termination  notices,  shows  this  reversion  activ- 
ity for  calendar  years  1980  through  1986.  These  amounts  are  based  on  values 
provided  by  plan  administrators  in  their  Notices  of  Intent  to  Terminate.  The 
actual  amounts  often  differ  from  the  amounts  provided  in  these  notices. 

Reversion*  in  Excess  of  $1  Million,  1980-1986 
(By  year  of  termination,  including  pending  eases) 
(Dollars  in  million*) 


No.  of 

Year 

Plans 

Assets 

Benefits 

Reversion 

Participants 

1980 

9 

$         58.5 

$         40.1 

$         18.4 

22,242 

1981 

35 

341.0 

182.0 

159.0 

30,512 

1982 

83 

1,145.0 

737.5 

407.5 

124,321 

1983 

162 

3,383.2 

1,804.0 

1,579.2 

165,005 

1984 

330 

7,634.5 

4,121.3 

3,513.2 

386,380 

1985 

525 

15,189.1 

9,017.7 

6,171.4 

686,969 

1986 

194 

8,243.9 

4,132.2 

4,111.7 

225,784 

1,338 

$35,995.2 

$20,034.8 

$15,960.4 

1,641,213 

In  FY  1986,  the  PBGC  became  trustee  for  120  terminated  single-employer 
plans,  including  some  of  the  plans  that  terminated  in  FY  1986  and  those  that  ter- 
minated earlier  but  were  trusteed  in  FY  1986— an  increase  of  32  percent  over 
the  91  plans  trusteed  in  FY  1985— while  another  105  cases  were  being  pro- 
cessed as  potential  trusteeship  cases. 


Single-Employer  Trusteeships 
Actual  and  Potential 


□  Potential 

□  Actual 
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After  12  years  of  operations,  the  PBGC  is  responsible  for  approximately  1,300 
terminated  single-employer  pension  plans.  The  PBGC  is  responsible  for  paying 
PBGC-guaranteed  pension  benefits  to  approximately  355,000  vested  participants 
entitled  to  immediate  or  deferred  benefits  in  plans  that  had  terminated,  or  were 
pending  termination,  at  fiscal  year-end. 


Multiemployer 
Plan  Processing 


U 

( 


Terminations:  During  FY  1986,  the  PBGC  processed  22  notices  of  termination 
from  sponsors  of  multiemployer  pension  plans.  Ten  terminations  resulted  from 
mass  withdrawals  by  contributing  employers,  and  12  terminations  occurred  by 
plan  amendment. 

Financial  Assistance:  In  FY  1986,  the  PBGC  provided  financial  assistance  to 
five  multiemployer  pension  plans  with  a  current  total  of  approximately  8,500 
benefit  recipients.  The  total  amount  of  financial  assistance  advanced  during 
FY  1986  was  $2.1  million,  after  repayment. 

Rulings:   During  FY  1986,  the  following  matters  required  PBGC  rulings: 

Sale  of  Assets — requests  (under  section  4204(c))  for  variances  and 
exemptions  from  rules  dealing  with  withdrawal  liability  when 
employer  assets  are  sold.  The  PBGC  closed  five  cases;  four  were 
pending  at  fiscal  year-end. 

Alternative  Allocation  Methods — requests  (under  section  421 1(c)(5)) 
for  approval  of  alternative  methods  of  allocating  a  plan's  unfunded 
vested  benefits  for  the  purpose  of  determining  withdrawal  liability. 
The  PBGC  closed  eight  cases;  six  were  pending  at  fiscal  year-end. 

Special  Withdrawal  Liability  Rules— requests  (under  section  4203(f)) 
for  approval  of  special  withdrawal  rules  for  plans  in  which  (1)  the 
industry  has  characteristics  that  would  make  use  of  special  rules 
appropriate  and  (2)  use  of  such  rules  would  not  pose  a  significant  risk 
to  the  insurance  program.  Two  pending  requests  were  withdrawn  and 
no  new  requests  were  received,  leaving  no  requests  pending  at 
year-end. 
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Trucking  Industry  Determinations — requests  (under  section  4203(d)) 
for  a  ruling  on  whether  the  employers'  cessation  ol  contribution  obli- 
gations on  covered  operations  caused  substantial  damage  to  the  con- 
tribution base  of  a  trucking  industry  plan.  (Such  a  determination  is 
necessary  to  establish  whether  withdrawals  have  occurred  and  the 
employers  are  thus  subject  to  withdrawal  liability.)  The  PBGC  closed 
two  cases;  one  was  pending  at  fiscal  year-end. 

Multi-Single  Transfers — requests  (under  section  4232(c))  for  waivers 
of  contingent  liability  when  a  multiemployer  plan  transfers  liabilities 
to  a  single-employer  plan.  The  PBGC  closed  four  cases;  none  were 
pending  at  fiscal  year-end. 

Multiemployer  Mergers  and  Transfers — requests  (under  section 
4231(c))  for  a  determination  that  a  transfer  of  assets  between  mul- 
tiemployer plans  satisfies  the  requirements  of  section  4231.  (This 
determination  is  necessary  so  that  the  merger  or  transfer  is  not 
deemed  to  constitute  a  prohibited  transaction.)  The  PBGC  closed 
four  cases;  one  was  pending  at  fiscal  year-end. 

In  addition,  the  PBGC  closed  five  cases  involving  mergers  and  trans- 
fers that  did  not  include  requests  for  compliance  determinations  dur- 
ing FY  1986;  five  more  cases  were  pending  at  fiscal  year-end. 

Approval  of  Plan  Amendments — requests  (under  section  4220)  for 
approval  of  certain  plan  amendments  adopted  after  September  25, 
1983.  The  PBGC  closed  one  case;  none  were  pending  at  fiscal 
year-end. 

Plan  Partition  Order — applications  (under  section  4233)  for  the  parti- 
tioning of  a  multiemployer  plan  facing  insolvency  due  to  a  substantial 
loss  of  aggregate  contribution  resulting  from  an  employer's  involve- 
ment in  a  bankruptcy  proceeding.  The  PBGC  received  one  such 
request,  which  remained  pending  at  fiscal  year-end. 


Education  and 
Outreach 


The  Corporation  provided  information  on  the  requirements  of  SEPPAA  to  practi- 
tioners in  the  pension  field  at  workshops  and  orientation  seminars  of  a  number  of 
professional  organizations.  The  PBGC  also  updated  its  materials  on  coverage  and 
benefits,  and  responded  to  more  than  24,000  inquiries  from  plan  sponsors,  par- 
ticipants, and  the  general  public  requesting  information  about  plan  coverage, 
case  status,  benefits,  and  premiums.  Many  of  the  inquiries  concerned  SEPPAA's 
new  fifing  requirements. 

Executive  Director  Kathleen  Utgoff  addressed  a  variety  of  forums  on  issues  of 
concern  to  the  PBGC  and  the  working  people  it  protects.  In  July  1986,  she  trav- 
eled to  a  union  hall  in  Cleveland,  Ohio,  to  testify  at  a  Congressional  field  hearing 
and  provide  information  to  reassure  steelworkers  and  retirees  of  a  terminating 
LTV  pension  plan  that  they  would  receive  all  PBGC-guaranteed  benefits. 


Legislation  and  Regulations 


Legislation 


Passage  of  the  Single-Employer  Pension  Plan  Amendments  Act  of 
1986  (SEPPAA)  helped  to  protect  the  single-employer  pension 
insurance  program  against  unwarranted  claims.  The  SEPPAA 
reforms  also  improve  benefit  protection  in  plans  that  do  not  require 
PBGC  funds.  The  following  rules  govern  single-employer  terminations  under 
SEPPAA. 

Voluntary  Termination:  Voluntary  plan  terminations  are  divided  into  two  catego- 
ries: "standard  terminations"  and  "distress  terminations."  A  voluntarily  termi- 
nated plan  is  eligible  for  PBGC  insurance  only  if  it  terminates  in  a  distress 
termination,  and  employers  may  voluntarily  transfer  their  pension  liabilities  to  the 
PBGC  only  if  they  meet  a  statutory  distress  test.  Liabilities  to  participants  include 
benefit  commitments  in  excess  of  guaranteed  benefits  in  both  standard  and  dis- 
tress terminations. 

Standard  Termination:  A  plan  may  terminate  in  a  standard  termination  if  it  has 
sufficient  assets  to  provide  all  nonforfeitable  benefit  commitments.  The  proce- 
dures for  processing  standard  terminations  are  generally  similar  to  the  PBGCs 
pre-SEPPAA  "Enrolled  Actuary  Certification  Program." 

Distress  Termination:  A  plan  that  does  not  have  sufficient  assets  to  terminate  in  a 
standard  termination  may  terminate  in  a  distress  termination  if  each  of  the  con- 
tributing sponsors  and  substantial  members  of  their  controlled  groups  meet  one 
of  four  statutory  distress  tests:  bankruptcy  liquidation;  bankruptcy  reorganization 
with  court  approval  of  the  termination;  inability  to  pay  debts  when  due  and  to 
continue  in  business  without  the  plan  termination;  unreasonably  burdensome 
pension  costs  due  solely  to  a  decline  in  the  covered  workforce. 

Employer  Liability:  Prior  to  the  enactment  of  SEPPAA,  the  PBGC's  claim  against 
an  employer  that  terminated  an  insufficient  plan  was  limited  to  30  percent  of  the 
employer's  net  worth.  SEPPAA  provides  additional  liability  equal  to  the  differ- 
ence between  75  percent  of  the  PBGC's  insurance  loss  and  30  percent  of  net 
worth.  However,  under  certain  circumstances  the  additional  PBGC  claim  has  a 
lower  status  in  bankruptcy  than  the  "30-percent-of-net-worth"  claim  and  is  sub- 
ject to  various  limitations  that  can  further  decrease  its  value. 

Minimum  Funding  Waivers:  SEPPAA  specifically  requires  the  Secretary  of  the 
Treasury  to  consult  with  the  PBGC  before  acting  on  funding  waiver  requests  that 
exceed  $2  million.  Also,  SEPPAA  explicitly  permits  the  Secretary  of  the  Treasury 
to  require  security  on  behalf  of  the  plan  as  a  condition  for  granting  such  mini- 
mum funding  waivers.  If  security  is  required,  plan  participants  and  the  PBGC 
would  be  on  a  more  equal  footing  with  the  employer's  other  creditors. 

Premium  Increase:  The  single-employer  premium  increased  from  $2.60  to 
$8.50  per  participant  for  plan  years  beginning  on  or  after  January  1,  1986. 
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Regulations 


SEPPAA  requires  that  the  PBGC  prepare  a  premium  study  that  includes,  among 
other  things:  alternatives  to  the  current  per  capita  premium  that  would  allocate 
some  or  all  future  program  costs  based  on  exposure  or  risk;  methods  for  project- 
ing future  program  costs;  the  effects  of  SEPPAA  amendments  on  the  "long-term 
stability"  of  the  single-employer  termination  insurance  program.  The  PBGC  has 
begun  work  on  the  study,  which,  when  completed,  must  be  submitted  to  an  advi- 
sory council  appointed  by  Congress. 

The  Corporation  is  working  with  the  Administration  on  further  proposals  for  legis- 
lative change.  Among  the  issues  being  addressed  are:  the  minimum  funding  stan- 
dards, which  do  not  adequately  protect  the  PBGC  or  plan  participants,  and  the 
current  premium  structure,  which  offers  no  incentives  to  encourage  companies  to 
adequately  fund  their  pension  plans.  The  Corporation  is  also  studying  (1)  ways  to 
change  the  status  of  its  pension  claims  in  bankruptcy  situations  and  (2)  possibili- 
ties that  would  allow  the  purchase  of  pension  insurance  through  the  private 
sector. 

The  PBGC  issues  regulations  that  help  plan  sponsors  and  plan  administrators  to 
conform  with  the  requirements  of  Title  IV.  These  regulations,  which  cover  topics 
that  include  interest-rate  updates,  PBGC  policies,  and  interpretations  of  ERISA, 
are  issued  only  after  a  rigorous  examination  procedure — developed  with  the  aid 
of  the  PBGC  Advisory  Committee's  Regulations  Subcommittee— indicates  that  (1) 
they  are  needed  to  carry  out  program  requirements,  (2)  they  will  not  create  an 
undue  regulatory  burden  for  administrators,  and  (3)  they  are  the  simplest,  least 
costly  way  to  achieve  the  intended  purpose.  This  process  demonstrates  the 
PBGC's  continuing  policy  to  minimize  regulatory  burdens  while  meeting  program 
requirements. 

In  FY  1986,  the  PBGC  issued  seven  regulations  in  proposed  or  final  form  (not 
counting  those  that  announced  new  interest  rates)  in  addition  to  the  notices  of 
transition  rules  and  interim  procedures  issued  after  passage  of  SEPPAA. 
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Multiemployer 
Regulations 


During  FY  1986,  the  PBGC  issued  one  final  rule  and  one  proposed  rule  affecting 
single-employer  plans  in  addition  to  the  transitional  and  interim  notices  issued  to 
provide  guidance  while  regulations  under  SEPPAA  were  being  developed. 

Payment  of  Premiums:  In  April  1986,  the  PBGC  issued  a  final  regulation 
amending  its  previous  regulation  on  Payment  of  Premiums  to  reflect  the 
increased  premium  mandated  by  SEPPAA. 

Valuation  of  Plan  Benefits  in  Single- Employer  Plans:  The  PBGC  prescribes  actu- 
arial assumptions  for  valuing  benefits  in  terminating  single-employer  and  in  mul- 
tiemployer plans  that  terminate  by  a  mass  withdrawal  of  participating  employers. 

In  March  1986,  the  PBGC  issued  a  proposed  regulation— similar  to  one  issued 
for  multiemployer  plans— that  would  adopt  the  use  of  select  and  ultimate  interest 
rates  for  insufficient  terminating  single-employer  plans. 

SEPPAA  Transition  Rules  and  Interim  Procedures:  SEPPAA,  which  changed 
many  of  the  rules  and  procedures  for  terminating  single-employer  plans,  applies 
to  terminations  initiated  on  or  after  January  1,  1986,  with  special  transition  rules 
for  plans  that  filed  termination  notices  before  its  enactment  date.  On  April  10, 
1986,  three  days  after  enactment  of  SEPPAA,  the  PBGC  issued  two  Federal  Reg- 
ister notices  of  transitional  rules  and  interim  procedures  to  provide  plan  adminis- 
trators with  guidance  in  complying  with  the  new  law. 

The  PBGC  is  developing  two  regulations  that  will  provide  the  detailed  rules 
needed  for  compliance  with  the  two  types  of  terminations  specified  by  SEPPAA. 
These  regulations  will  be  issued  in  proposed  form  during  FY  1987. 

The  PBGC  issued  four  final  regulations  and  one  proposed  regulation  under  the 
provisions  of  ERISA  as  amended  by  the  Multiemployer  Pension  Plan  Amend- 
ments Act  of  1980. 

Redetermination  of  Withdrawal  Liability  Upon  Mass  Withdrawal:  The  rules  for 
determining  an  employer's  withdrawal  liability  do  not  necessarily  allocate  a  plan's 
total  unfunded  vested  benefits,  because  other  rules  reduce  or  eliminate  with- 
drawal liability.  (For  example,  the  de  minimis  rule  under  section  4209  of  ERISA 
reduces  or  eliminates  withdrawal  liability  when  small  amounts  are  involved.)  Sec- 
tion 4219(c)(1)(D)  of  ERISA,  however,  requires  that  the  PBGC  issue  regulations 
providing  for  the  full  allocation  of  a  plan's  unfunded  vested  benefits  in  the  event 
of  either  a  mass  withdrawal  termination  or  the  withdrawal  of  substantially  all 
employers  following  an  agreement  to  withdraw.  In  March  1986,  the  PBGC 
issued  a  final  regulation  that  sets  forth  rules  for  performing  a  mass  withdrawal 
allocation. 

Valuation  of  Plan  Benefits  and  Plan  Assets  Following  Mass  Withdrawal:  Section 
4281  of  ERISA  requires  a  multiemployer  plan  that  has  terminated  by  mass  with- 
drawal to  perform  an  annual  valuation  of  its  nonforfeitable  benefits  and  its  assets 
(including  outstanding  claims  for  withdrawal  liability).  This  valuation  must  be 
done  in  accordance  with  PBGC  regulations.  Further,  in  order  for  a  plan  to  per- 
form the  section  4219(c)(1)(D)  mass  withdrawal  allocation,  it  must  first  value  its 
assets  and  liabilities.  In  March  1986,  the  PBGC  issued  a  final  regulation  that  sets 
forth  rules  for  performing  these  valuations. 


Reduction  or  Waiver  of  Complete  Withdrawal  Liability:   Section  4207(a)  of 
KR1SA  requires  the  PBGC  to  provide  rules  for  reducing  or  waiving  the  with- 
drawal liability  of  an  employer  that  has  completely  withdrawn  from  a  multiem- 
ployer plan  and  subsequently  re-enters  the  plan  or  renews  its  obligation  to 
contribute  under  the  plan.  In  March  1986,  the  PBGC  issued  a  final  regulation 
requiring  that  plans  (1)  waive  a  re-entering  employer's  obligation  to  make  future 
payments  with  respect  to  its  complete  withdrawal  and  (2)  adjust  the  amount  of  the 
employer's  liability  for  a  subsequent  partial  or  complete  withdrawal  to  reflect  its 
earlier  participation  in  the  plan  and  its  prior  withdrawal  liability  payments. 

Deficit  Reduction  Act  Modifications  to  Statutory  Allocation  Methods:  The  Deficit 
Reduction  Act  of  1984  retroactively  changed  the  effective  date  of  the  withdrawal 
liability  provisions  of  ERISA.  This  change  created  a  potential  administrative  bur- 
den for  plan  sponsors  wishing  to  apply  two  of  the  methods  prescribed  in  section 
421 1  of  ERISA  for  allocating  unfunded  vested  benefits  to  employers  that  with- 
draw from  a  multiemployer  plan.  Section  421 1  empowers  the  PBGC  to  authorize 
changes  in  plans'  allocation  methods.  Previously,  in  1981,  the  PBGC  had  issued 
an  Interim  Regulation  on  Allocating  Unfunded  Vested  Benefits  that  describes 
changes  plans  may  make  to  their  allocation  methods  without  PBGC  approval.  In 
December  1985,  the  PBGC  issued  a  final  regulation  amending  the  Interim  Regu- 
lation. The  final  regulation  describes  three  modifications  to  the  affected  allocation 
methods  that  may  be  made  without  PBGC  approval.  They  were  designed  to 
relieve  the  administrative  burdens  created  by  the  Deficit  Reduction  Act  for  plans 
using  those  methods. 

Powers  and  Duties  of  Plan  Sponsor  of  Plans  Terminated  by  Mass  Withdrawal: 
Sections  4041 A  and  4281  of  ERISA  prescribe  rules  regarding  the  administra- 
tion of  multiemployer  plans  that  terminate  by  mass  withdrawal  of  all  employers; 
the  sections  include  rules  for  (1)  determining  the  sufficiency  of  plan  assets,  (2) 
distributing  plan  assets,  and  (3)  reporting  to  the  PBGC.  They  also  require  that  the 
PBGC  issue  regulations  prescribing  rules  and  standards  for  the  administration  of 
such  plans  in  order  to  protect  the  interests  of  plan  participants  and  beneficiaries 
and  to  prevent  unreasonable  loss  to  the  insurance  system.  In  July  1986,  the 
PBGC  issued  a  proposed  regulation  setting  forth  the  powers  and  duties  of  the 
sponsor  of  a  plan  terminated  by  mass  withdrawal.  The  PBGC  expects  to  issue  a 
final  regulation  in  FY  1987. 
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uring  FY  1986,  the  PBGC  was  successful  in  a  number  of  court  deci- 
sions and  pursued  litigation  that  may  have  a  significant  impact  on 
the  single-employer  program  and  on  the  operation  of  the  Multiem- 
ployer Pension  Plan  Amendments  Act. 


At  the  end  of  FY  1986,  the  PBGC  had  139  cases  in  litigation,  ten  cases  more 
than  at  the  end  of  FY  1985.  This  total  does  not  include  the  41 1  uncontested 
bankruptcy  cases  that  were  pending  in  bankruptcy  courts  at  the  end  of  FY  1986, 
47  more  than  at  the  end  of  FY  1985. 

The  LTV  Corporation:  On  July  17,  1986,  the  LTV  Corporation  and  more  than  60 
of  its  subsidiaries  filed  petitions  for  relief  under  Chapter  1 1  of  the  Bankruptcy 
Code.  LTV  Steel  is  one  of  the  subsidiaries  that  filed.  When  the  bankruptcy  peti- 
tion was  filed,  four  major  pension  plans  sponsored  by  LTV  Steel  were  under- 
funded by  approximately  $2.2  billion. 

On  September  26,  1986,  the  PBGC  filed  to  terminate  one  of  the  four  steel  pen- 
sion plans,  the  Republic  Retirement  Plan,  because  it  did  not  have  assets  with 
which  to  pay  benefits  due  October  1,  1986.  (The  plan  had  $7,700  in  assets  that 
could  be  liquidated  to  pay  $2  million  worth  of  benefits  on  October  1.)  The  Fed- 
eral district  court  ordered  the  plan  terminated  effective  September  30,  1986, 
and  PBGC  was  appointed  statutory  trustee.  The  asset  insufficiency  for  guaran- 
teed benefits  in  this  plan  at  termination  was  approximately  $230  million.  PBGC 
is  currently  paying  all  benefits  under  this  plan. 

The  termination  of  the  Republic  plan  has  focused  attention  on  the  circumstances 
that  allowed  this  plan  to  run  out  of  money  while  it  still  had  substantial  liabilities. 
Before  termination,  significant  numbers  of  participants  left  the  plan,  taking  large 
lump-sum  payments  in  lieu  of  monthly  benefits.  The  PBGC  intends  to  conduct  an 
investigation  to  determine  whether  there  has  been  a  violation  of  ERISA  concern- 
ing decisions  in  connection  with  the  lump-sum  payments.  However,  this  case  also 
demonstrates  the  inadequacy  of  minimum  funding  standards,  which  failed  to 
compensate  for  the  substantial  drain  on  the  assets  of  the  plan  and  resulted  in  its 
depleted  financial  condition. 

When  the  Republic  plan  was  terminated,  LTV  announced  that  termination  of 
three  other  steel  pension  plans — two  of  which  cover  employees  represented  by 
the  United  Steelworkers  of  America — was  essential  to  its  reorganization.  Retire- 
ment benefits  continued  to  accrue  to  these  plans,  but,  because  of  the  bankruptcy 
proceeding,  LTV  made  no  funding  contributions.  Subsequent  to  the  end  of  the 
fiscal  year,  the  plans  were  terminated  by  the  PBGC  because  of  LTV's  failure  to 
meet  minimum  funding  standards. 

The  PBGC  will  file  claims  in  the  bankruptcy  proceedings  to  collect  all  amounts 
owed  it  and  all  of  the  terminated  plans  under  section  4062  of  ERISA.  (These 
amounts  include  employer  liability  and  due  and  unpaid  contributions  to  the 
plans.)  Contributions  to  the  three  ongoing  steel  plans,  totaling  approximately 
$175  million,  that  were  due  September  15,  1985,  were  waived  by  the  Internal 
Revenue  Service  in  1985.  Those  waived  amounts  were  secured  by  a  stock  pledge 
in  the  common  stock  of  LTV  Aerospace. 
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Because  of  that  security  interest  and  the  size  of  the  claims  that  will  be  filed,  the 
PBGC  will  he  among  the  largest  creditors  in  the  largest  industrial  bankruptcy  in 
history. 

Wheeling-Pittsburgh  Steel  Corporation:   In  April  1985,  Wheeling-Pittsburgh  Steel 
Corporation  (WP)  filed  a  petition  for  reorganization  under  the  Bankruptcy  Code. 
Several  months  later,  WP,  acting  in  conjunction  with  its  bank  creditors,  sought  to 
circumvent  the  plan  termination  provisions  of  Title  IV  of  ERISA  by  asking  the 
Bankruptcy  Court  to  terminate  its  pension  plans  retroactively  to  the  date  of  bank- 
ruptcy filing.  WP  sought  to  accomplish  this  by  rejecting  such  plans  as  executory 
contracts  under  the  Bankruptcy  Code.  If  successful,  this  tactic  would  have 
resulted  in  participants  and  beneficiaries  losing  post-fifing  benefit  accruals  and  in 
some  cases  vesting  rights.  In  addition,  the  PBGC's  priority  bankruptcy  claims 
against  WP  for  employer  liability  of  almost  $500  million  would  be  reduced  in 
priority,  and  $23  million  of  priority  claims  for  unpaid  contributions  would  be 
eliminated. 

To  counter  the  harm  to  the  plan  termination  insurance  program  and  to  partici- 
pants, the  PBGC  brought  the  issue  before  the  U.S.  District  Court  for  the  Western 
District  of  Pennsylvania,  where  the  PBGC  successfully  stopped  efforts  by  WP 
and  the  banks  to  (1)  circumvent  the  ERISA  termination  procedures  and  (2)  alter 
the  substantive  rights  that  flowed  from  those  procedures.  A  decision  on  the  effect 
of  rejection,  if  any,  on  ERISA  and  other  statutory  rights  and  obligations  (includ- 
ing PBGC  claims  and  their  priority)  was  deferred  pending  negotiations  by  the 
parties. 

In  August  1986,  WP,  PBGC,  and  the  Steelworkers  (regarding  the  hourly  plans 
only)  concluded  two  agreements  that  (1)  provided  for  the  termination  of  the  WP 
pension  plans  under  ERISA  and  (2)  established  a  termination  date  no  later  than 
November  8,  1985,  for  those  plans.  The  parties  also  agreed  to  begin  negotiation 
of  the  PBGC's  claims  against  WP  which  resulted  from  its  failure  to  fund  its  pen- 
sion plans  and  its  subsequent  termination  of  those  plans.  The  agreements  further 
provided  that  the  PBGC  would  review  a  proposal  to  be  made  by  WP  to  pay  sup- 
plemental benefits  to  participants  in  the  terminated  plans.  Subsequently,  the 
PBGC  and  WP  agreed  to  PBGC  trusteeship  of  seven  of  WP's  plans. 

WP  proposed  to  adopt  two  employee  benefit  programs  that  would  have,  in  effect, 
continued  WP's  "terminated"  plans  for  certain  participants  in  those  plans.  Con- 
sistent with  longstanding  PBGC  policy  and  precedent,  the  PBGC  determined  that 
WP's  adoption  of  such  programs  would  constitute  an  abuse  of  the  plan  termina- 
tion insurance  system  and  a  violation  of  Title  IV  of  ERISA.  The  combination  of  a 
"terminated"  plan  with  a  "follow-on"  plan  that  provides  benefits  not  guaranteed 
by  the  PBGC  under  the  "terminated"  plan  is,  essentially,  an  ongoing  plan  that 
attempts  to  use  the  PBGC's  insurance  program  as  a  funding  vehicle.  Accordingly, 
the  PBGC  advised  WP  that  if  WP  adopts  the  proposed  programs,  the  PBGC  will 
restore  assets  and  liabilities  of  the  "terminated"  plans  attributable  to  affected 
participants. 

On  August  25,  1986,  the  PBGC  filed  27  claims  in  the  WP  bankruptcy  proceed- 
ing, including  claims  for  employer  liability,  unpaid  employer  contributions,  and 
breach  of  fiduciary  duty. 
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The  claim  for  breach  of  fiduciary  duty  and  the  minimum  funding  requirement 
was  based  on  WP's  contribution  to  the  Plans  of  shares  of  cumulative  preferred 
stock.  The  PBGC  asserted  that  these  shares  did  not  constitute  "stock"  or  "mar- 
ketable obligations"  within  the  meaning  of  Title  I  of  ERISA.  In  addition,  the 
PBGC  stated  that  the  shares  were  overvalued  and,  therefore,  WP  had  breached 
its  minimum  funding  obligations. 

Continental  Steel  Corporation:   The  Continental  Steel  Corporation  evolved  from 
the  bankruptcy  reorganization  of  Penn-Dixie  Steel  Corporation  and  Penn-Dixie 
Industries,  Inc.  in  1982.  (In  connection  with  that  bankruptcy,  the  PBGC  became 
trustee  of  Penn-Dixie  pension  plans,  incurring  a  loss  of  $5.5  million.)  The  reor- 
ganized Continental  Steel  itself  filed  a  petition  for  reorganization  under  Chapter 
1 1  of  the  Bankruptcy  Code  on  November  25,  1986.  At  the  time  of  the  filing. 
Continental's  major  pension  plans  were  underfunded  by  approximately  $60  mil- 
lion. Of  this  $60  million,  $30  million  was  attributable  to  five  consecutive  waivers 
of  the  annual  minimum  funding  contributions.  In  addition,  in  the  bankruptcy  pro- 
ceeding, Continental  claimed  that  amortization  payments  for  the  first  four 
waivers— totaling  $2.8  million — made  to  the  plans  within  the  three  months  before 
the  bankruptcy  fifing  were  voidable  as  a  "preference"  and  recoverable  for  the 
benefit  of  Continentals  other  creditors. 

Continental  continued  to  lose  money  during  its  reorganization  proceedings,  and 
liquidation  was  a  distinct  possibility.  No  contributions  were  made  to  the  pension 
plans  while  liabilities  continued  to  accrue.  Therefore,  the  PBGC  applied  to  the 
Federal  district  court  to  terminate  the  major  plans  to  avoid  an  unreasonable 
increase  in  the  PBGC's  liabilities.  Before  filing  the  involuntary  termination 
actions  with  the  court,  the  PBGC  notified  the  plan  administrator,  the  United  Steel- 
workers  of  America  who  represented  the  participants  of  one  plan,  and  a 
bankruptcy-court-appointed  committee  that  represented  participants  of  the  other 
plan  of  its  determination  to  terminate  the  plans.  The  PBGC  proposed  February 
14,  1986,  the  date  on  which  it  commenced  the  termination  actions,  as  the  termi- 
nation date  for  the  plans  and  placed  notices  to  this  effect  in  newspapers  pub- 
lished in  locales  where  substantial  numbers  of  participants  lived.  The 
Steelworkers  and  other  plan  participants  objected  to  the  PBGC's  proposed  termi- 
nation dates,  arguing  for  later  termination  dates  that  would  substantially  increase 
the  unfunded  liabilities  of  the  plans.  Hearings  have  been  held  before  the  bank- 
ruptcy court.  Continental's  reorganization  proceedings  were  converted  to  a  Chap- 
ter 7  liquidation  on  February  25,  1986. 

With  respect  to  Continental's  attempt  to  recover  pension  plan  contributions  made 
before  the  filing  of  its  bankruptcy  petition  as  "voidable  preferences"  under  the 
Bankruptcy  Code,  the  PBGC,  even  before  becoming  trustee  of  the  affected  plans, 
intervened  in  the  action  to  protect  the  interests  of  the  plans.  It  was  the  position  of 
the  PBGC  that  the  contributions  were  not  "preferences"  and,  therefore,  not 
recoverable.  Even  if  the  preference  action  is  dismissed,  the  PBGC  expects  to 
recover  very  little  from  the  liquidation  of  Continental's  assets — less  than  2  percent 
of  unfunded  liabilities.  The  liquidation  value  of  steel  assets  is  very  low  in  the  cur- 
rent market  and  PBGC  claims  for  waived  contributions  are  unsecured. 

Wisconsin  Steel:  In  1981,  the  PBGC  sued  International  Harvester  (now  Navistar 
International)  due  to  events  arising  from  the  sale  by  Harvester  of  its  Chicago- 
based  Wisconsin  Steel  Works  (Wisconsin  Steel). 
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Wisconsin  Steel  had  been  a  part  of  Harvester  for  75  years — until  1977— when  it 
was  sold  in  a  leveraged  transaction  to  a  financially  weak  subsidiary  of  Envirodyne 
Industries,  a  small  consulting  company.  Wisconsin  Steel's  pension  plans  had  over 
$60  million  in  unfunded  liabilities  at  the  time  of  the  sale.  (As  a  result  of  accrued 
interest,  the  amount  at  issue  in  the  litigation  is  now  more  than  $  125  million.)  The 
bankruptcy  of  Wisconsin  Steel,  which  had  employed  more  than  3,000  people, 
followed  in  March  1 980. 

The  PBGC  contends  that  a  company  cannot  escape  financial  responsibility  for  its 
pension  plans  by  transferring  them  to  a  weak  third  party  that  cannot  successfully 
k,   continue  the  business  or  fund  the  pension  plans.  The  PBGC's  actions  in  this 
pending  case  are  guided  by  the  principle,  established  by  ERISA,  that  an 
employer  is  financially  responsible  for  the  pension  promises  it  makes  to  its 
employees. 

Artley  v.  McLouth  Steel:  On  September  23,  1986,  the  United  States  District 
Court  for  the  Eastern  District  of  Michigan  granted  summary  judgment  on  all 
claims  in  favor  of  the  PBGC  and  other  defendants  in  the  Artley  v.  McLouth  Steel 
case. 

The  issue  in  the  case  was  whether  the  sale  of  a  steelmaking  facility  as  a  going  con- 
cern constituted  a  shutdown  for  purposes  of  a  "shutdown"  pension  provision.  In 
its  ruling,  the  court  indicated  that  the  decision  of  the  trustees,  that  the  sale  was 
not  a  shutdown,  was  a  rational  interpretation  of  the  plan  provisions.  Therefore, 
under  the  "arbitrary  and  capricious"  standard  of  review,  the  decision  was  not 
overturned.  This  decision  is  an  important  precedent.  The  plan  provision  and  the 
fact  pattern  in  this  case  are  common  in  the  heavy  manufacturing  sector  of  the 
economy.  The  decision  is  on  appeal  before  the  U.S.  Court  of  Appeals  for  the 
Sixth  Circuit. 

The  Washington  Group,  Inc.:   Cross-appeals  have  been  filed  against  a  June  19, 
1986,  decision  of  the  U.S.  Bankruptcy  Court  for  the  Middle  District  of  North  Car- 
olina determining  (1)  the  amount  of  the  debtor's  net  worth  and  (2)  the  priority 
status  of  the  PBGC's  employer  liability  claim  under  the  former  Bankruptcy  Act. 
The  PBGC  had  determined  that  the  debtor's  net  worth  was  approximately  $6.5  mil- 
lion, and  had  filed  a  $1,769,947  employer  liability  claim.  The  debtors  argued 
that  there  was  no  net  worth  and  that  any  liability  should  not  be  entitled  to  priority 
in  bankruptcy.  The  bankruptcy  court  determined  that  (1)  net  worth  was  $1.5  mil- 
lion, thus  limiting  employer  liability  to  $450,000  plus  interest,  and  (2)  that  the 
PBGC's  claim  was  entitled  to  Federal  tax  priority.  The  PBGC  has  appealed  the 
net  worth  decision  to  the  district  court;  the  debtors  have  cross-appealed  the  prior- 
ity decision. 

Bechtel:   Union  participants  in  an  Alan  Wood  Steel  Plan  challenged  the  PBGC's 
authority  to  recoup  moneys  from  participants  who  received  benefits  greater  than 
those  to  which  they  were  entitled.  The  U.S.  Court  of  Appeals  for  the  District  of 
Columbia  upheld  the  PBGC's  recoupment  authority. 
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John  L.  Connolly,  et  al.:  On  February  26,  1986,  the  Supreme  Court  unani- 
mously affirmed  the  decision  of  a  three-judge  district  court  that  upheld  the  consti- 
tutionality of  the  withdrawal  liability  and  premium  provisions  of  the 
Multiemployer  Pension  Plan  Amendments  Act  of  1980.  The  appellants'  principal 
argument  was  that  the  imposition  of  withdrawal  liability  is,  in  effect,  taking  an 
employer's  property  for  a  public  use  without  just  compensation,  a  violation  of  the 
Fifth  Amendment  to  the  Constitution.  The  Court  rejected  this  argument,  observ- 
ing that  by  statutorily  imposing  withdrawal  liability,  "the  Government  does  not 
physically  invade  or  permanently  appropriate  any  of  the  employer's  assets  for  its 
own  use."  Rather,  the  Court  noted,  "this  interference  with  the  property  rights  of 
an  employer  arises  from  a  public  program  that  adjusts  the  benefits  and  burdens 
of  economic  life  to  promote  the  common  good." 

The  Connolly  decision  was  not  unexpected.  The  Supreme  Court  had  previously 
upheld  the  retroactive  application  of  withdrawal  liability  in  Pension  Benefit  Guar- 
anty Corporation  v.  R.A.  Gray  &  Co.,  which  involved  a  challenge  based  on  the 
Fifth  Amendment's  Due  Process  Clause.  Also,  as  the  Court  noted,  all  the  circuit 
courts  of  appeals  that  had  considered  challenges  to  withdrawal  liability  based  on 
the  Just  Compensation  Clause  had  rejected  them.  The  Court's  decision  will  pro- 
mote what  it  described  as  Congress'  "overall  statutory  scheme  to  safeguard  the 
solvency  of  private  pension  plans." 

Because  a  defeat  in  the  Connolly  case  could  have  led  to  insurmountable  difficul- 
ties for  the  multiemployer  insurance  program,  the  decision  must  be  considered  a 
milestone  in  the  major  PBGC  litigation  effort  to  defend  the  Multiemployer  Act. 
Connolly  does  not,  however,  mark  the  end  of  that  effort.  Challenges  to  portions  of 
the  Act  persist,  and  one  such  challenge,  described  below,  has  reached  the 
Supreme  Court. 

Yahn  &  McDonnell,  Inc.  and  The  Pennstar  Company,  et  al.:  The  PBGC  has 
appealed  the  decision  of  the  U.S.  Court  of  Appeals  for  the  Third  Circuit  in  the 
Yahn  &  McDonnell  case  to  the  U.S.  Supreme  Court.  The  Third  Circuit's  decision 
has  found  the  statutory  presumption  favoring  withdrawal  liability  determinations 
issued  by  multiemployer  pension  plans  to  be  unconstitutional  as  a  violation  of  the 
Fifth  Amendment's  Due  Process  Clause. 

The  court  had  ruled  that  because  the  trustees  of  multiemployer  plans  have  a  fidu- 
ciary duty  to  protect  the  interests  of  plan  participants,  the  statutory  provision 
according  their  withdrawal  liability  determinations  a  presumption  of  correctness 
is  tantamount  to  imposing  a  biased  adjudicator  on  the  withdrawing  employer, 
thereby  denying  it  due  process  of  law.  Under  the  Third  Circuit's  holding,  arbitra- 
tors would  be  required  to  review  plans'  withdrawal  liability  determinations  de 
novo.  The  Third  Circuit's  decision  is  inconsistent  with  those  of  all  five  other  cir- 
cuits that  have  considered  the  constitutionality  of  the  statutory  presumption. 

The  PBGC's  Rules  for  Administrative  Review  of  Agency  Decisions,  issued  in 
1979,  established  an  Appeals  Board  to  review  and  decide  appeals  of  the 
agency's  initial  determinations,  starting  with  those  made  on  or  after  August  20, 
1979.  The  Appeals  Board  reviews  initial  PBGC  decisions  including  (1)  denial  of 
termination  insurance  coverage,  (2)  entitlement  to  guaranteed  benefits,  and  (3) 
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obligations  for  payment  of  employer  liability.  Aggrieved  parties  are  allowed  45 
days  after  the  date  of  the  PBGC  staff  determination  in  which  to  file  an  appeal  or 
to  request  a  filing  extension. 

The  appeals  process  allows  the  agency  to  review  its  decisions  without  burdening 
itself  or  aggrieved  parties  with  costly  litigation.  Appeals  Board  decisions  are  final 
agency  decisions  and  are  subject  to  review  by  a  U.S.  district  court. 

When  the  Appeals  Board  finds  that  an  initial  benefit  determination  by  PBGC  staff 
is  incorrect,  the  determination  is  corrected  for  the  appellant,  and  for  any  other 
similarly  situated  plan  participants.  This  ensures  that  all  plan  participants  receive 
the  full  pension  protection  guaranteed  by  Title  IV  of  EBISA. 

The  administrative  review  process  also  reveals  instances  where  PBGC  policies 
require  modification  or  clarification.  For  example,  certain  appeals  cases  indi- 
cated the  need  to  review  agency  policies  regarding  payment  of  survivor  bene- 
fits and  retroactive  payment  of  early  retirement  benefits.  As  a  result,  during 
FY  1986  the  PBGC  revised  its  policies  to  provide  additional  benefits  to  survivors 
and  early  retirees. 

During  FY  1986,  296  cases  were  docketed,  one-third  more  than  in  FY  1985. 
The  increase  was  due  in  part  to  the  Appeals  Board's  reopening  certain  closed 
cases.  A  total  of  292  cases  were  closed  during  the  year;  265  cases  had  been 
closed  in  FY  1985.  At  year-end,  241  cases  were  pending,  a  slight  increase  over 
the  237  cases  left  pending  at  the  end  of  FY  1985. 

The  Appeals  Board's  goal  is  to  keep  the  number  of  pending  cases  at  or  below  the 
annual  average  number  of  new  appeals.  During  the  past  five  years,  an  average  of 
about  239  appeals  per  year  was  docketed.  The  241  appeals  pending  at  year-end 
represent  less  than  a  1 -percent  deviation  from  the  Board's  goal. 


Freedom  of 
Information  and 


Acts 


In  FY  1986,  the  PBGC  received  a  total  of  1,267  requests  under  the  Freedom  of 
Information  Act  (FOIA)  and  Privacy  Act  (PA).  This  increased  activity — 34  per- 
cent more  than  in  FY  1985 — parallels  a  similar  increase  in  FY  1985,  and  almost 
doubles  the  number  of  FOIA  requests  received  in  FY  1984. 

Passage  of  SEPPAA  is  responsible  for  only  a  slight  increase  in  the  number  of 
FOIA  requests,  and  most  of  those  requests  are  for  general  information  on  the 
processing  and  administrative  handling  of  cases. 

The  public  continues  to  make  extensive  use  of  FOIA  to  obtain  information  about 
(1)  pending  and  potential  litigation,  (2)  administrative  review  of  agency  decisions, 
(3)  awarding  of  contracts,  and  (4)  negotiations  regarding  settlements  of  large  ter- 
minations. In  addition  participants  use  FOIA  to  obtain  information  about  vested 
benefits  to  which  they  may  be  entitled. 
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Significant  change  occurred  in  the  financial  condition  of  the  PBGC 
during  FY  1986.  The  deficit  reached  a  record  high  at  the  same 
time  that  assets,  as  a  percentage  of  liabilities,  declined  to  a  record 
low.  Although  liabilities  totaled  more  than  $5.6  billion,  assets,  total- 
ing more  than  $1 .8  billion,  continue  to  provide  coverage  for  current  beneficiaries. 

Between  FY  1985  and  the  end  of  FY  1986,  the  Corporation's  assets  increased 
50  percent,  while  liabilities  more  than  doubled.  During  this  same  period,  the 
number  of  retirees  in  pay  status  increased  and  the  total  number  of  plan  partici- 
pants nearly  doubled. 

The  Financial  Statements  for  the  year  ended  September  30,  1986,  show  a 
$2,483.1  million  net  operating  loss  for  the  single-employer  and  multiemployer 
programs  combined.  This  reflects  a  loss  of  $2.501 .1  million  for  the  single- 
employer  program  and  a  gain  of  $18  million  for  the  multiemployer  program. 

More  detailed  information  concerning  the  PBGC's  financial  results  for  FY  1986 
can  be  found  in  the  Financial  Statements  (beginning  on  p.  34)  and  the  Actuarial 
Report  (beginning  on  p.  44). 

The  PBGC  maintains  two  separate  financial  programs— each  consisting  of  a 
revolving  fund  and  a  trust  fund— to  sustain  its  two  pension  insurance  programs 
covering  multiemployer  and  single-employer  plans. 

Revolving  Funds  derive  from  collected  premiums  and  income  resulting  from  the 
investment  of  the  premiums.  They  are  used  for  the  Corporation's  administrative 
expenditures  and  for  payment  of  those  portions  of  pension  benefits  that  are 
unfunded  by  trust  funds. 


FY  1985-FY  1986  Changes 
(Dollars  in  billions) 
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The  revolving  funds  consist  of  U.S.  Government  Treasury  securities  selected  by 
the  PBGC's  fixed-income  investment  advisor  and  the  PBGC's  Investment  Man- 
agement Division.  The  net  market  value  was  $473.4  million  as  of  September  30, 
1986. 

Trust  Funds  provide  for  the  payment  of  the  funded  portion  of  benefit  payments 
and  trust  fund  administrative  expenses.  Trust  funds  consist  of  assets  received 
from  all  terminated  plans  that  are  or  will  be  trusteed,  and  employer  liability  pay- 
ments and  receivables. 


Financial 
Operations 


it 

i 


t 


Premium  Income:  Including  penalty  and  interest  payments,  premium  income 
totaled  $216.1  million   in  FY  1986,  $120.1  million  more  than  reported  in 
FY  1985.  The  increase  primarily  resulted  from  the  premium  rate  for  single- 
employer  plans  rising  from  $2.60  to  $8.50  per  participant.  The  SEPPAA- 
mandated  increase  was  effective  for  plans  with  years  commencing  on  January  1, 
1986,  and  subsequent  to  that  date,  and,  therefore,  did  not  affect  the  entire  fiscal 
year. 

Less  than  one  week  after  enactment  of  SEPPAA,  the  Corporation  notified 
affected  plans  of  the  increase.  Those  plans  that  had  already  filed  for  1986  at  the 
lower  rate  were  billed  at  the  new  rate. 

Benefit  Payments:  During  FY  1986,  the  PBGC's  total  annual  benefit  payments 
amounted  to  $263.8  million,  an  increase  of  $90.1  million  (51.9  percent)  over 
the  amount  paid  out  in  FY  1985.  Benefit  payments  to  participants  of  single- 
employer  plans  totalled  $260.5  million,  an  increase  of  $90.3  million  over 
FY  1985.  The  increase  is  primarily  due  to  large  termination  claims  early  in  the 
fiscal  year.  These  claims  were  pending  at  the  end  of  FY  1985. 


PBGC  Benefit  Payments  for  Single-Employer  Plan  Participants 
(Dollars  in  millions) 


Fiscal  Year 


Participants 
In  Pay  Status 


Total  Amount  Paid 


1986 
1985 
1984 
1983 
1982 


90,750 
74,800 
64,700 
55,400 
50.900 


$260.5 
$170.2 
$169.3 
$136.6 
$   94.2 


Reserve  for  Present  Value  of  Guaranteed  Benefits:  The  PBGC's  Reserve  for 
Present  Value  of  Guaranteed  Benefits  increased  by  $3,042.9  million  to  a  total  of 
$5,51 1.6  million  at  the  end  of  FY  1986.  This  increase  is  primarily  the  result  of 
one  large  insufficient  termination  that  took  place  late  in  the  fiscal  year  and  several 
additional  large  termination  claims  that  were  pending  at  fiscal  year-end. 

Reserve  for  Estimated  Future  Financial  Assistance  for  Multiemployer  Plans:  This 
reserve  represents  the  amount  of  unrecoverable  financial  assistance  the  PBGC 
expects  to  grant  to  seven  plans  in  the  future.  For  FY  1986,  the  Reserve  for  Esti- 
mated Future  Financial  Assistance  was  re-estimated  as  $29.0  million;  it  was 
$25.1  million  at  the  end  of  FY  1985.  The  FY  1986  adjustment  reflects 
revised  estimates  of  the  amount  of  unrecoverable  financial  assistance  that  the 
PBGC  expects  will  be  needed  for  the  seven  plans  included  in  the  reserve  during 
both  fiscal  years. 
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Investment  Managers  and  Custodian  Bank:   When  the  PBGC  becomes  trustee  of 
a  plan,  it  generally  commingles  the  plan's  assets  and  invests  them  in  a  diversified 
portfolio  of  private-sector  securities,  which  are  managed  by  outside  investment 
management  firms  hired  by  the  PBGC.  Each  firm  operates  within  its  own  area  of 
specialized  investment  expertise,  subject  to  the  PBGC's  guidelines.  The  following 
equity  managers  worked  with  the  PBGC  during  FY  1986: 


American  National  Bank 
Chicago,  Illinois 

Chase  Investment  Management 

New  York,  New  York 

Dimensional  Fund  Advisors 
Santa  Monica,  California 


Lehman  Management 
New  York,  New  York 

McCowan  &  Associates 
New  York,  New  York 

State  Street  Bank  &  Trust  Co. 
Boston,  Massachusetts 


Interfirst  Investment  Management       United  Capital  Management 
Dallas,  Texas  Denver,  Colorado 

Lazard  Freres  Asset  Management 
New  York,  New  York 

The  PBGC  continued  its  relationship  with  its  real  estate  investment  managers: 


JMB  Institutional  Management 
Chicago,  Illinois 

BBEEF 

San  Francisco,  California 


TCW  Bealty  Advisors 
Los  Angeles,  California 


Morgan  Stanley  Asset  Management,  New  York,  New  York,  continued  as  the  man- 
ager for  advising  on  the  investment  of  revolving-fund  assets  in  U.S.  Government 
securities,  and  Pacific  Investment  Management  Co.,  Newport  Beach,  California, 
continued  as  manager  of  the  trust  fund's  fixed  income  portfolio.  The  State  Street 
Bank  and  Trust  Company,  Boston,  Massachusetts,  continued  as  master  custodian 
for  trust-fund  assets. 

Investment  returns  for  the  Trust  and  Bevolving  Funds  average  24.3  percent  for 
FY  1986,  with  the  Revolving  Fund  earning  22.0  percent  and  the  Trust  Fund 
earning  25.1  percent.  The  Trust  Fund  Equity  Managers  earned  27.4  percent. 
While  the  return  was  less  than  the  Standard  &  Poor's  500  Stock  Price  Index  dur- 
ing FY  1986,  it  reflects  the  PBGC's  move  toward  a  more  defensive  strategy  that 
is  expected  to  provide  superior  returns  over  a  market  cycle.  The  investment  strat- 
egy is  to  reduce  volatility  to  provide  for  positive  returns  during  all  phases  of  the 
market  cycle. 


31 


The  table  illustrates  the  PBGC's  investment  results  for  fiscal  years  1986  and 
1985  and  for  the  five  years  ended  September  30,  1986. 

Performance  Figures  by  Percentage  for  Revolving  &  Trust  Funds 


•  # 

h 
i 


( 
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Annual  Rates 

>  of  Return 

Five  Years  Ended 

FY 

FY 

September  30,  1986 

1986 

1985 

(Annualized) 

Revolving  Funds 

22.0 

20.6 

19.4 

(including  short-term  funds) 

Shearson  Lehman 

20.7 

21.2 

19.6 

Government/Corporate  Index 

Trust  Funds 

25.1 

12.7 

17.2 

Total  Invested  Funds 

24.3 

15.2 

17.6 

Standard  &  Poor's  500  Stock  Price 

Index 

31.9 

14.5 

20.1 
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Financial  Review 


Management  Opinion: 

PBGC  management  has  prepared  the  accompanying  State- 
ments of  Financial  Condition  of  the  Corporation  as  of  Septem- 
ber 30,  1986  and  1985,  and  the  related  Statements  of 
Operations  and  Changes  in  Equity  and  Statements  of  Changes 
in  Financial  Condition. 

As  discussed  in  Annual  Reports  for  fiscal  years  1981  through 
1985,  the  General  Accounting  Office  (GAO)  issued  a  dis- 
claimer of  opinion  on  the  PBGC  Financial  Statements  for  the 
year  ended  September  30,  1980.  The  disclaimer  was  based 
on  (1)  material  accounting  and  estimating  problems  (primarily 
in  estimating  the  liability  for  the  present  value  of  guaranteed 
future  benefits),  (2)  internal  control  problems,  and  (3)  other 
factors  beyond  the  Corporation's  control.  The  GAO  did  not 
assert  that  the  liabilities  reported  for  the  present  value  of 
guaranteed  future  benefits  were  incorrect,  but  rather  that  the 
available  data,  upon  which  they  were  based,  were  inadequate 
to  provide  a  reliable  estimate. 

The  GAO  has  since  noted  that  the  PBGC  has  made  progress 
in  eliminating  many  of  the  deficiencies  covered  in  the  audit  of 
the  Corporation's  FY  1980  Financial  Statements.  The  GAO's 
management  review  in  FY  1984,  for  example,  observed  that 
significant  improvements  had  been  made  and  were  continuing 
to  be  made. 

The  FY  1986  statements  reflect  an  unusually  large  amount 
for  estimated  net  claims  for  pending  terminations,  38.9  per- 
cent of  the  total  liabilities  at  September  30,  1986,  compared 
to  18.8  percent  at  September  30,  1985.  The  amount  at  Sep- 
tember 30,  1985,  when  compared  to  prior  years,  also  repre- 
sents a  large  increase  in  this  category.  The  losses  from  plans 
pending  termination  included  in  "Losses  from  plans  termi- 
nated and  plans  pending  termination"  for  the  year  ending 
September  30,  1986,  hkewise  are  substantial  and  represent 
69.9  percent  of  the  total. 

In  view  of  the  material  increase  in  the  amounts  being  reported 
for  this  category  of  loss  and  the  nature  of  estimates  that  are 
used  in  presenting  these  amounts,  the  Corporation  plans  to 
review  both  the  methods  used  for  reporting  losses  from  pend- 
ing terminations  and  the  accounting  principles  employed. 

In  the  opinion  of  management,  the  Financial  Statements 
present  fairly  the  financial  position  of  the  PBGC  at 
September  30,  1986,  and  September  30,  1985,  and  for  the 
periods  then  ended,  in  conformity  with  generally  accepted 
accounting  principles  and  actuarial  standards  applied  on  a 
consistent  basis.  Pending  terminations,  multiemployer  finan- 
cial assistance,  guaranteed  benefits,  and  litigation  have  a 
material  effect  on  the  financial  results  being  reported.  They 
are  discussed  in  the  Notes  to  the  Financial  Statements  and 
elsewhere  in  this  report.  As  a  result  of  the  aforementioned, 
these  statements  are  based,  in  part,  upon  informed  judgments 
and  estimates  for  those  transactions  not  yet  complete,  or  for 
which  the  ultimate  effects  cannot  be  precisely  measured. 

February  27,  1987 


Management's  Review  of  Changes  in  the  Statements 
of  Operations: 

For  the  year  ended  September  30,  1986,  PBGC  operations 
resulted  in  a  loss  of  $2,483.1  million  compared  to  a  loss  of 
$853.8  million  for  FY  1985.  This  year's  accumulated  loss 
from  operations  is  almost  triple  the  accumulated  losses  from 
operations  reported  for  the  first  1 1  years  of  the  Corporation's 
existence.  For  FY  1986,  the  single-employer  program  lost 
$2,501.1  million,  and  the  multiemployer  program  reported  a 
gain  of  $18.0  million. 

Losses  from  plans  terminated  and  plans  pending  termination 
rose  to  $2,406.5  million  in  FY  1986  from  $657.9  million  in 
FY  1985.  This  year's  loss  is  almost  triple  the  previous  largest 
loss  ever  reported  by  the  PBGC.  It  was  due  almost  entirely  to 
the  termination  of  the  plans  of  two  employers  representing  the 
largest  and  the  third  largest  losses  from  terminated  plans,  or 
plans  pending  termination,  ever  recorded  by  the  PBGC  (see 
the  Actuarial  Report).  The  PBGC's  loss  experience  is  highly 
sensitive  to  the  absence  or  presence  of  large  claims. 

Investment  and  other  income  increased  significantly  in 
FY  1986  to  $275.7  million,  compared  to  $138.4  million  in 
FY  1985,  primarily  due  to  the  asset  allocation  policies  of  the 
Corporation  and  the  overall  market  improvement  for  equities 
during  the  year. 

The  net  change  between  the  FY  1986  and  FY  1985  actuarial 
charges  was  $139.4  million.  The  decline  in  interest  rates  in 
both  fiscal  years  together  with  the  substantial  increase  in  the 
size  of  the  reserve  for  guaranteed  benefits  this  fiscal  year  are 
the  causes  for  the  magnitude  of  the  amounts  and  the  differ- 
ence between  the  FY  1986  $525.8  million  actuarial  charge 
and  the  FY  1985  $386.4  million  actuarial  charge  (see  Note  6 
of  the  Financial  Statements). 

Administrative  expenses  in  FY  1986  were  about  the  same  as 
in  FY  1985,  despite  an  increased  work  load. 
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Financial  Statements 


Statements  of  Financial  Condition 


\t 

\l 

tj 

1 


\ 


Single-Employer 

Multiemployer 

Fund 

Fu 

nd 
ber  30, 

To 

Septem 

tal 

September 

30, 

Septem 

ber  30, 

(Dollars  in  thousands) 

1986 

1985 

1986 

1985 

1986 

1985 

Assets 

Investments  of  the  revolving 

funds  and  trusteed  plans, 

at  market — Note  2 

$1,409,604 

$ 

953,631 

$92,574 

$71,477 

$1,502,178 

$1,025,108 

Cash 

479 

732 

100 

141 

579 

873 

Premium  income 

receivable — Note  8 

9,704 

4,878 

357 

1,636 

10,061 

6,514 

Notes  receivable — financial 

assistance  program,  net — 

Note  7 

0 

0 

2,342 

2,046 

2,342 

2,046 

Contributions  due  from 

employers — Note  3 

67,890 

60,985 

0 

0 

67,890 

60,985 

Installments  receivable 

from  insurance 

companies 

1,384 

2,351 

0 

0 

1,384 

2,351 

Other  receivables — Note  4 

6,827 

10,785 

50 

24 

6,877 

10,809 

Amounts  due  from 

employer  liability — 

Note  5: 

By  agreement 

4,135 

4,128 

165 

165 

4,300 

4,293 

Estimated  future 

settlements 

186,501 

61,564 

1,696 

1,696 

188,197 

63,260 

Investments  not  in  trustee- 

ship, at  market: 

Terminated  plans  pending 

trusteeship,  net — 

Note  2 

51,636 

52,831 

582 

615 

52,218 

53,446 

Furniture  and  equipment, 

net  of  accumulated 

depreciation — Note  12 

2,149 

2,678 

474 

649 

2.623 

3,327 

$1,740,309 

$1,154,563 

$98,340 

$78,449 

$1,838,649 

$1,233,012 

See  Notes  to  Financial  Statements. 

Certain  amounts  have  been  reclassified  to  conform  with  the  current  year  s  presentation. 
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Statements  of  Financial  Condition 

Single-E 

mployer 

Multiemployer 

Fund 

Fund 

Total 

Septem 

ber  30, 

September  30, 

September  30, 

(Dollars  in  thousands) 

1986 

1985 

1986 

1985 

1986 

1985 

Liabilities 

Reserve  for  present  value  of 

guaranteed  future 

benefits— Note  6: 

Trusteed  plans 

$3,221,500 

$1,851,000 

$18,900 

$20,800 

$3,240,400 

$1,871,800 

Terminated  plans  pending 

trusteeship 

125,100 

132,000 

900 

900 

126,000 

132,900 

Estimated  net  claims  for 

pending  terminations — 

Note  6 

2,145,200 

464,000 

0 

0 

2,145,200 

464,000 

Reserve  for  estimated 

future  financial  assis- 

tance, net — Note  7 

0 

0 

29,010 

25,100 

29,010 

25,100 

5,491,800 

2,447,000 

48,810 

46,800 

5,540,610 

2,493,800 

Unearned  premium 

income — Note  8 

61,680 

16,872 

4,228 

4,004 

65,908 

20,876 

Accounts  payable  and 

accrued  expenses — 

Note  9 

13,197 

15,951 

574 

916 

13,771 

16,867 

5,566,677 

2,479,823 

53,612 

51,720 

5,620,289 

2,531,543 

Equity 

Accumulated  results  of 

operations — (deficit) 

(3,826,368) 

(1,325,260) 

44,728 

26,729 

(3,781,640) 

(1,298,531) 

Commitments  and 

contingencies — Notes  6, 

— 

— 

— 

— 

— 

— 

9,  13,  and  14 

$1,740,309 

$1,154,563 

$98,340 

$78,449 

$1,838,649 

$1,233,012 

See  Notes  to  Financial  Statements. 

Certain  amounts  have  been  reclassified  to  conform  with  the  current  year's  presentation. 
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Statements  of  Operations  and  Changes  ir 

i  Equity 

Single-Employer 

Multiemployer 

Fur 

<d 

Fund 

Total 

Year  E 

nded 

Year  Ended 

Year  Ended 

Septemb 

er  30, 

Septen 

iber  30, 

Septemb 

er  30, 

(Dollars  in  thousands) 

1986 

1985 

1986 

1985 

1986 

1985 

Revenues 

Premium  income  includ- 

ing penalty  and 

interest — Note  8 

$     201,433 

$        81,736 

$14,688 

$14,225 

$     216,121 

$       95,961 

Investment  and  other 

income — Note  10 

j 1                                     Total 

\\ 

Expenses 

261,652 
463,085 

129,332 
211,068 

14,034 
28,722 

9,072 
23,297 

275,686 

138,404 

491,807 

234,365 

Losses  (gains)  from  plans 

terminated  and  plans 

pending  termination — 

Note  1 1 

2,406,681 

657,905 

(134) 

8 

2,406,547 

657,913 

Losses  from  financial 

assistance — Note  7 

0 

0 

5,677 

6,448 

5,677 

6,448 

Administrative  expenses 

33,235 

33,203 

3,642 

4,154 

36,877 

37,357 

Actuarial  charges 

(credits) — Note  6 
Total 

524,277 
2,964,193 

383,231 
1,074,339 

1,538 
10,723 

3,169 
13,779 

525.815 

386,400 

2.974.916 

1,088,118 

Results  of  operations — 

.                                income  (loss) 

(2,501,108) 

(863,271) 

17,999 

9,518 

(2,483,109) 

(853,753) 

•  j                          Accumulated  results  of 

operations — beginning 

of  period — (loss) 

(1,325,260) 

(461,989) 

26,729 

17.211 

(1,298,531) 

(444,778) 

Accumulated  results  of 

operations — end  of 

period — (loss) 

$(3,826,368) 

$(1,325,260) 

$44,728 

$26,729 

$(3,781,640) 

$(1,298,531) 

See  Notes  to  Financial  Statements. 

Certain  amounts  have  been  rec 

lassified  to  conform  wi 

h  the  current  year's 

presentation. 
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Statements  of  Changes  in  Financial  Condition 


Single-Employer 
Fund 


(Dollars  in  thousands) 


Year  Ended 

September  30, 

1986  1985 


Multiemployer 
Fund 


Year  Ended 

September  30, 

1986  1985 


Total 


Year  Ended 

September  30, 

1986  1985 


Sources  of  Funds  from 
Operations 

Results  of  operations — 

income  (loss) 
Charges  to  operations  not 
affecting  cash  and  invest- 
ments: 
Depreciation 
Present  value  of  liabili- 
ties assumed 
Actuarial  charges 

(credits) 
Increase  (decrease)  in 
reserve  for  pending 
terminations 
Increase  in  reserve  for 
future  financial  assis- 
tance 
Increase  (decrease)  in 
unearned  premiums 

Total  funds  provided 
by  operations 

Uses  of  Funds 
Additions  to  furniture  and 
equipment 

Increase  (decrease)  in  other 
assets 

Increase  (decrease)  in  other 
liabilities 

Increase  (decrease)  in  invest- 
ments not  in  trusteeship 

Increase  (decrease)  in 
amounts  due  from  employ- 
ers and  multiemployer 


$(2,501,108)       $(863,271) 


$17,999        $  9,518 


$(2,483,109)       $(853,753) 


890 

306 

215 

42 

1,105 

348 

1,099,780 

273,404 

(134) 

8 

1,099,646 

273,412 

524,277 

383,231 

1,538 

3,169 

525,815 

386,400 

1,681,200 

464,000 

0 

0 

1,681,200 

464,000 

0 

0 

3,910 

5,700 

3,910 

5,700 

44,808 

718 

224 

2,026 

45,032 

2,744 

849,847 

258,388 

23,752 

20,463 

873,599 

278,851 

361 

1,040 

40 

395 

401 

1,435 

(99) 

(26,747) 

(957) 

306 

(1,056) 

(26,441) 

2,754 

(3,449) 

342 

(719) 

3,096 

(4,168) 

(1,194) 

(11,323) 

(33) 

(10) 

(1,227) 

(11,333) 

financial  assistance 
Benefit  payments 

Total  uses 

Increase  in  cash  and  invest- 
ments of  revolving  funds 
and  trusteed  plans 

$ 

131,849 
260,456 

394,127 
455,720 

7,815 
170,235 

137,571 
$  120,817 

0 
3,304 

2,696 

$21,056 

(1,400) 

3,477 

2,049 
$18,414 

131,849 
263,760 

396,823 
$     476,776 

6,415 
173,712 

139,620 
$  139,231 

See  Notes  to  Financial  Statements. 

Certain  amounts  have  been  reclassified  to  conform  with  the  current  year 's  presentation. 
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Notes  to  Financial  Statements 

September  30,  1986  and  1985 


ii 


K-> 
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Note  1 — Significant  Accounting  Policies 

ERISA  requires  that  the  PBGC  programs  be  self-financing. 
The  Corporation  finances  its  operations  through  premiums 
collected  from  ongoing  covered  plans,  investment  income, 
and  the  collection  of  employer  liability  payments  due  under 
ERISA  as  amended. 

In  addition,  the  PBGC  may  borrow  up  to  $100  million  from 
the  U.S.  Treasury  to  finance  its  operations.  The  Corporation 
did  not  use  this  borrowing  authority  during  the  years  ended 
September  30,  1986,  or  September  30,  1985,  nor  is  use  of 
this  borrowing  authority  currently  planned. 

ERISA  provides  that  the  U.S.  Government  is  not  liable  for  any 
obligation  or  liability  incurred  by  the  PBGC. 

Revolving  and  Trust  Funds:  The  PBGC  maintains  both  a 
revolving  fund  and  a  trust  fund  for  each  of  its  basic  benefit 
programs  (single-employer  and  multiemployer).  These  funds 
are  accounted  for  on  an  accrual  basis.  For  presentation  in  the 
Financial  Statements,  the  revolving  and  trust  funds  have  been 
combined  under  the  appropriate  program.  The  single- 
employer  and  multiemployer  programs  are  separate  entities. 
Therefore,  gains  from  one  cannot  be  used  to  offset  losses  from 
the  other. 

Asset  Valuation  and  Investment  Income:  Investments  are 
recorded  at  fair  market  value.  Receivables  are  recorded  at 
estimated  value  at  date  of  maturity  less  an  amount  for  future 
interest  accruals.  Any  realized  or  unrealized  gain  or  loss  in 
the  value  of  assets,  after  the  date  of  plan  termination,  is 
included  in  investment  income  in  the  accompanying  State- 
ments of  Operations  (see  Note  10). 

Premium  Income  Receivable  and  Unearned  Premium 
Income:  Premium  income  receivable  represents  the  earned 
portion  of  a  premium  for  plans  that  have  a  plan  year  com- 
mencing before  the  PBGC  statement  date  but  for  which  the 
premium  fifing  date  has  not  yet  occurred.  Unearned  premium 
income  represents  payments  received  that  cover  the  portion  of 
plans'  years  after  the  PBGC  statement  date  (see  Note  8). 

Financial  Assistance:  Financial  assistance  is  recorded  as  a 
receivable,  net  of  an  allowance  for  uncollectibility  determined 
on  a  case-by-case  basis.  If  there  is  a  determination  that  a  mul- 
tiemployer plan  will  require  future  nonrecoverable  financial 
assistance  and  the  amount  is  estimable,  an  accrual  is  made  to 
record  the  loss  (see  Note  7). 

Contributions  Due  from  Employers:  The  PBGC  recognizes 
unpaid  employer  contributions  as  assets  of  the  plan  as  of  the 
date  of  termination.  The  amounts  reported  are  based  on 
either  formal  agreements  between  the  PBGC  and  appropriate 
parties  or  estimates  (see  Note  3). 

Employer  Liability:  The  PBGC  recognizes  employer  liability 
amounts  (up  to  statutory  limits)  as  receivables  as  of  the  date  of 
termination.  The  amounts  reported  are  based  on  either  formal 
agreements  between  the  PBGC  and  appropriate  parties  or 
estimates  (see  Note  5). 


Present  Value  of  Guaranteed  Future  Benefits:  The  reserve 
for  present  value  of  guaranteed  future  benefits  includes 
amounts  for  (1)  trusteed  plans,  (2)  terminated  plans  pending 
trusteeship,  and  (3)  estimated  claims  for  pending  termina- 
tions. The  latter  are  reported  on  a  net  basis  and  are  the 
expected  loss  attributable  to  plans  that  are  expected  to  ter- 
minate after  fiscal  year-end  with  losses  accruing  to  the 
Corporation. 

Trusteed  Plans  and  Terminated  Plans  Pending  Trusteeship: 
The  reserve  for  present  value  of  guaranteed  future  benefits 
represents  the  present  value  of  future  payments  of  guaranteed 
benefits  for  plans  that  have  terminated  as  of  the  end  of  the  fis- 
cal year,  and  for  which  the  PBGC  either  has  assumed  trustee- 
ship or  expects  to  assume  trusteeship. 

After  the  date  of  plan  termination,  the  reserve  is  affected  by 
benefits  paid,  accrual  of  interest  due  to  the  passage  of  time, 
the  write-off  of  amounts  not  recoverable  by  the  PBGC, 
changes  in  actuarial  assumptions,  and  other  factors.  The 
impact  of  these  adjustments  is  reported  as  an  actuarial  charge 
(credit)  in  the  Statements  of  Operations  and  Changes  in 
Equity. 

Estimated  Net  Claims  for  Pending  Terminations:  This  por- 
tion of  the  reserve  includes  estimates  of  the  losses,  net  of  esti- 
mated employer  liability,  from  specific  plans  that  terminated 
after  the  Corporation's  fiscal  year-end,  or  that  are  expected  to 
terminate  in  the  foreseeable  future,  based  on  (1)  the  occur- 
rence of  a  specific  identifiable  event  by  year-end  that  has 
been  brought  to  the  Corporation's  attention  and  (2)  the  expec- 
tation that  either  one  of  the  distress  tests  stipulated  under 
SEPPAA  will  be  met  or  the  Corporation  itself  will  seek  termi- 
nation of  the  plan  (see  Note  6). 

Losses  (Gains)  from  Plans  Terminated  and  Pending 
Termination:  Amounts  reported  as  losses  from  plans  termi- 
nated and  pending  termination  on  the  Statements  of  Opera- 
tions and  Changes  in  Equity  represent  the  difference  between 
the  present  value  of  guaranteed  future  benefits  assumed,  or 
expected  to  be  assumed,  less  related  plan  assets  and  esti- 
mated employer  liability  (see  Notes  6  and  11). 

Depreciation:  Depreciation  of  the  PBGC's  furniture  and 
equipment  is  calculated  on  a  straight-line  basis  over  the  esti- 
mated useful  fives  of  the  assets.  The  useful  lives  range  from 
five  to  ten  years  (see  Note  12). 

Routine  maintenance  and  repairs  are  charged  to  operations  of 
the  current  period.  Leasehold  improvements  (the  amounts  of 
which  are  not  material)  are  charged  to  operations  as  incurred. 

Retirement  Plan:  All  permanent  full-time  and  part-time 
employees  of  the  PBGC  are  covered  by  a  contributor}'  retire- 
ment plan.  The  Corporation's  monthly  contribution  to  the  plan 
equals  the  7  percent  amount  contributed  by  employees  hired 
before  January  1,  1984,  and  14  percent  minus  the  employee 
contribution  (which  for  FY  1985  and  FY  1986  was  1.3  per- 
cent) for  those  hired  after  December  31,  1983.  The  retire- 
ment plan  expenses  for  fiscal  years  1986  and  1985  were 
$1,043,496  and  $1,109,295,  respectively. 
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Full-time  and  part-time  employees  hired  after  December  31, 
1983,  are  covered  by  both  Social  Security  and  the  Federal 
Employee  Retirement  System.  Employees  hired  before  Janu- 
ary 1,  1984,  participate  in  the  Civil  Service  Retirement 
System. 


Note  2 — Investments 

Premium  receipts  are  credited  to  the  appropriate  revolving 
fund.  To  the  extent  that  such  funds  exceed  current  needs,  the 
PBGC  is  required  to  invest  these  funds  in  securities  issued  or 
guaranteed  by  the  U.S.  Government. 


Investments  of  Revolving  Funds  and  Trusteed  Plans 
(Dollars  in  thousands) 


Investments: 

U.S.  Government,  Government  agencies,  and 

Government-guaranteed  securities 
Common  stock  and  other  equity  securities 
Commercial  paper,  certificates  of  deposit,  and  other 
short-term  investments 

Corporate  bonds 

Insurance  contracts 

Real  estate 

Mortgages 

Obligations  of  foreign  governments 

Accrued  investment  income 

Investments  of  the  revolving  funds  and  trusteed  plans 


1986 


September  30, 


Basis 


Market 
Value 


585,981 

$  649,852 

543,320 

602,349 

47,909 

47,909 

76,142 

80,432 

36,882 

36,882 

54,858 

58,006 

237 

263 

4,622 

5,115 

21,370 

21,370 

371,321 

$1,502,178 

1985 


Basis 


$421,846 
370,069 

39,552 
41,190 
61,398 
35,665 
8,209 
14 
16,887 


$994,830 


Market 
Value 


444,027 
382,013 


39,552 
36,773 
60.612 
36,823 
8,404 
17 
16,887 


$1,025,108 


Investments  of  Terminated  Plans  Pending  Trusteeship 
(Dollars  in  thousands) 


1986 


September  30, 


Basis 


Market 
Value 


Assets 

U.S.  Government  and  Government-guaranteed  securities  $       814  $       904 

Common  stock  and  other  equity  securities  2,144  2,383 

Commercial  paper,  certificates  of  deposit,  and  other  short-term  investments  2,238  2,238 

Corporate  bonds  2,348  2,609 

Insurance  contracts  37,610  37,610 

Real  estate  0  0 

Mortgages  0  0 

Obligations  of  foreign  governments  92  102 

Accrued  investment  income  0  0 

Total  investments $45,246  $45,846 


Cash 

Contributions  due  from  employers 

Other  receivables 

Total  assets 


116 

6,230 

26 


Liabilities 

Investments  of  terminated  plans  pending  trusteeship— net 


52,218 


0 


$52,218 


1985 


Market 

Basis 

Value 

$  9.566 

$  9,383 

3,732 

3,905 

3,473 

3,473 

4,356 

4,436 

15.560 

15,190 

831 

831 

3,629 

2,539 

1,115 

1,124 

17 

17 

$42,279 


$40,898 


648 

11,998 

10 


53,554 


108 


$53,446 
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The  trust  funds  include  assets  the  PBGC  acquires  or  expects 
to  acquire  from  terminated  plans  and  employer  liability. 
These  assets,  after  transfer  to  the  custodian  bank,  are 
invested  in  equity  securities,  fixed  income  securities,  and  real 
estate. 

The  basis  and  types  of  investments  carried  at  market  value  in 
the  Statements  of  Financial  Condition  are  shown  in  the  tables 
following  this  note. 

The  basis  indicated  is  cost,  if  the  asset  was  acquired  after  the 
date  of  plan  termination,  or  market  value  (at  date  of  plan  ter- 
mination), if  the  asset  was  acquired  as  a  result  of  a  plan's 
termination. 


Note  3 — Contributions  Due  from  Employers 

An  employer  is  liable  to  the  PBGC,  as  successor  trustee,  for 
contributions  due  and  unpaid,  including  waived  contributions, 
as  of  the  date  of  plan  termination. 

The  amounts  shown  as  contributions  due  from  employers, 
after  considering  collectibility,  represent  the  total  of  estimated 
future  settlements  for  unpaid  contributions  and  amounts 
recoverable  by  formal  agreement,  both  of  which  include 
interest. 

Contributions  due  from  employers  for  terminated  plans  pend- 
ing trusteeship  are  included  under  "Investments  not  in  trust- 
eeship, at  market:  Terminated  plans  pending  trusteeship,  net" 
(see  Note  2). 

The  following  table  details  amounts  for  contributions  due 
from  employers  for  trusteed  plans: 

Contributions  Due  from  Employers:  Trusteed  Plans 

(Dollars  in  thousands) 

September  30, 
1986 1985 

By  agreement,  including  interest  $   5,705  $    1,139 

Estimated  future  settlements  from  trusteed 
plans,  including  interest  62,185  59,846 

Contributions  due  from  employers  $67,890  $60,985 


Note  4 — Other  Receivables 

The  Corporation's  other  receivable  items  for  revolving  funds 
and  trusteed  plans  are  shown  in  the  following  table: 


Other  Receivables 
(Dollars  in  thousands) 

Septembc 
1986 

;r30, 
1985 

Due  from  disposal  of  securities 
Miscellaneous 

Other  receivables 

$6,495 
382 

$6,877 

$   1,823 
8,986 

$10,809 

Note  5 — Employer  Liability 

Employer  liability  represents  the  amount  due  from  sponsors 
of  terminated  plans,  for  which  the  PBGC  either  has  assumed 
or  expects  to  assume  trusteeship  (see  discussion  of  employer 
liability  on  p.  18). 

The  following  table  details  the  amounts  due  from  employer 
Liability  as  agreed  upon  and,  if  not  yet  agreed  upon,  as  esti- 
mated by  the  PBGC  if  estimable  and  deemed  collectible: 


Amounts  Due  from  Employer  Liability 

(Dollars  in  thousand) 

Septemb< 

;r  30, 

1986 

1985 

By  agreement,  including  interest 

$     4,300 

$  4,293 

Estimated  future  settlements: 

Trusteed  plans,  including  interest 

184.892 

53,604 

Terminated  plans  pending  trusteeship. 

including  interest 

3,305 

9,656 

Subtotal 

188.197 

63.260 

Amounts  due  from  employer  liability 

$192,497 

$67,553 

In  addition  to  the  preceding  amounts,  there  are  agreements 
between  the  PBGC  and  employers  that  provide  for  contingent 
payments  based  on  future  profits  of  the  debtors.  Any  such 
future  amounts  will  be  reported  as  investment  income  in  the 
period  in  which  received,  or  in  periods  in  which  such  profits 
are  reported  by  the  debtor  (for  further  information  on  em- 
ployer liability  legal  issues,  see  Chapter  5  on  Legal  Activities). 


Note  6 — Present  Value  of  Guaranteed  Future 
Benefits  and  Estimated  Net  Claims  for  Pending 
Terminations 

Trusteed  Plans  and  Terminated  Plans  Pending  Trustee- 
ship: The  reserve  for  present  value  of  guaranteed  future  ben- 
efits is  computed  using  the  actuarial  assumptions  prescribed 
in  the  PBGC's  Valuation  of  Plan  Benefits  Regulation  (29  CFR 
2619).  It  is  computed  as  of  the  end  of  the  PBGC's  fiscal  year. 
For  FY  1985,  the  reserve  is  based  upon  the  assumptions 
used  for  a  plan  that  terminated  on  September  30,  1985,  with- 
out sufficient  assets  to  discharge  its  guaranteed  benefits.  For 
FY  1986,  it  is  based  on  the  rate  determined  by  the  PBGC 
nearest  September  30,  1986,  that  reflected  market  conditions 
on  that  date. 

A  significant  portion  of  the  reserve  is  based  upon  estimated 
liability  because,  in  many  cases,  the  PBGC  has  not  yet  made  a 
final  benefit  determination.  Changes  in  these  estimates  are 
reflected  in  the  fiscal  year  in  which  the  benefits  are  actuarially 
determined  or  reestimated  by  the  PBGC.  For  fiscal  year-end 
values,  this  estimation  technique  includes  changes  in  interest 
rates  assumed,  benefit  payouts  subsequent  to  the  valuation 
date,  mortality,  interest  accumulation  on  liabilities,  and 
changes  in  available  data. 
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Factors  that  are  presently  unpredictable  may  be  responsible 
for  actual  experience  differing  from  the  estimates  used.  These 
estimates  have  been  prepared  for  financial  statement  pur- 
poses only,  have  been  adjusted  to  hypothetical  September  30, 
1986  and  1985,  valuation  dates,  and  should  not  be  relied 
upon  for  other  purposes.  The  following  table  details  the  com- 
ponents that  make  up  these  estimated  losses: 

Estimated  Net  Claims  for  Pending  Terminations 
(Dollars  in  thousands) 

September  30, 
1986  1985 


In  FY  1986,  the  reserve  was  calculated  on  an  individual  par- 
ticipant basis  for  most  plans  with  final  benefits  determined 
and  paid  directly  by  the  PBGC. 

A  significant  actuarial  assumption  is  the  rate  of  interest. 
The  rate  used  in  these  actuarial  assumptions  decreased  to 
7.75  percent  as  of  September  30,  1986,  from  9.25  percent 
as  of  September  30,  1985,  for  participants  in  pay  status. 
Comparable  changes  were  made  in  the  rates  used  to  value 
deferred  annuities. 

Estimated  Net  Claims  for  Pending  Terminations:  This 
amount  is  comprised  of  the  difference  between  the  estimated 
present  value  of  future  guaranteed  benefits  to  be  assumed  less 
the  estimated  value  of  related  plan  assets  and  estimated 
employer  liability  of  specific  plans  that  are  expected  to  termi- 
nate in  the  foreseeable  future. 

Previously,  the  gross  liability  of  the  present  value  of  guaran- 
teed future  benefits  was  reflected  in  the  reserve,  and  the 
related  assets  and  amounts  due  for  employer  liability  were 
recorded  as  separate  line  items  in  the  asset  portion  of  the 
Statements  of  Financial  Condition. 

Beginning  in  FY  1986,  the  reserve  for  plans  pending  termina- 
tion is  presented  as  a  net  amount  that  consists  of  the  estimated 
present  value  of  guaranteed  future  benefits  less  estimates  of 
related  plan  assets  and  employer  liability.  Amounts  reported 
for  the  prior  year  have  been  restated  accordingly.  Losses  for 
several  large  plans,  with  expected  terminations  after 
FY  1986,  have  been  included  in  this  year's  reserve. 

Analysis  of  the  Reserve  for  Present  Value  of  Guaranteed  Future  Benefits  for  the  Years  Ended  September  30,  1985,  and  September  30,  1986 
(Dollars  in  millions) 


Present  value  of  guaranteed  benefits 

assumed 
Less:   Plan  assets  acquired  and 

estimated  recoveries  from 

employers 

Estimated  net  claims  for  pending 
terminations 


,038,155         $671,200 


1.892,955  207,200 


>,  145,200  $464,000 


A  number  of  large-plan  sponsors  are  experiencing  financial 
difficulties  that  could  result  in  terminations  affecting  the 
PBGC's  financial  condition.  No  provision  has  been  made  in 
the  Financial  Statements  for  the  possible  termination  of  these 
plans  because  the  likelihood  of  these  liabilities  eventuating 
cannot  be  estimated  with  sufficient  reliability. 


Single- 

■Employer 

Multiemployer 

Total 

9/30/86 

9/30/85 

9/30/86 

9/30/85 

9/30/86 

9/30/85 

Actuarial  Charges  (credits) 

Expected  interest  and  effect  of  experience 

results 

$    270.6 

$     167.7 

$    1.8 

$  2.2 

$    272.4 

$     169.9 

Change  in  interest  rate  used  to  value 

benefits 

435.4 

196.0 

1.6 

1.2 

437.0 

197.2 

Change  in  data  and  method 

(181.7) 

19.5 

(1.9) 

(0.2) 

(183.6) 

19.3 

Total  actuarial  charges  (credits)  per 

Statements  of  Operations  and  Changes  in 

Equity 

524.3 

383.2 

1.5 

3.2 

525.8 

386.4 

Increase  during  year  attributable  to  net 

benefits  guaranteed  and  in  pending 

terminations 

2,781.0 

737.4 

(0.1) 

0 

2,780.9 

737.4 

Benefits  paid 

(260.5) 

(170.2) 

(3.3) 

(3.5) 

(263.8) 

(173.7) 

Net  increase  (decrease) 

3,044.8 

950.4 

(1.9) 

(0.3) 

3,042.9 

950.1 

Balance  at  beginning  of  year 

2,447.0 
$5,491.8 

1,496.6 

$2,447.0 

21.7 

22.0 

2,468.7 
$5,511.6 

1,518.6 

Balance  at  end  of  year 

$19.8 

$21.7 

$2,468.7 
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Note  7— Reserve  for  Estimated  Future  Financial 
Assistance  and  Losses  from  Financial  Assistance 

Multiemployer  plans  experiencing  financial  difficulty  are 
required  to  notify  the  PBGC.  Their  financial  conditions  are 
analyzed,  and  those  plans  that  will  require  future  financial 
assistance  are  identified.  The  reserve  for  estimated  future 
financial  assistance  is  for  nonrecoverable  future  payments  the 
PBGC  expects  to  make  to  multiemployer  plans  that  have  noti- 
fied the  Corporation  of  their  financial  difficulties. 

The  reserve  is  the  difference  between  the  present  value  of 
guaranteed  future  benefits  and  the  market  value  of  plan  assets 
of  those  plans  that  will  require  future  nonrecoverable  financial 
assistance.  Assets  include  both  the  plan  assets  as  of  Septem- 
ber 30,  1986,  and  the  present  value  of  additional  amounts 
expected  to  be  paid  by  plan  sponsors. 

The  losses  from  financial  assistance  are  provisions  for  esti- 
mated future  financial  assistance  and  the  write-off  of  nonre- 
coverable current  financial  assistance. 

Plans  presently  receiving  financial  assistance  are  analyzed  to 
determine  if  advances  are  recoverable.  If  advances  are 
deemed  uncollectible,  losses  are  recorded.  Also,  if  losses  of 
the  plans  requiring  future  financial  assistance  are  both  proba- 
ble and  estimable,  those  losses  are  recorded. 


Note  8 — Premium  Income 

Effective  January  1,  1985,  the  PBGC  required  plans  with 
10,000  or  more  participants  to  pay  estimated  premiums  by 
the  end  of  the  second  full  month  after  the  beginning  of  their 
plan  year.  Effective  January  1,  1986,  the  PBGC  extended  this 
requirement  to  plans  with  500  or  more  participants.  Plans 
with  fewer  than  500  participants  continue  to  have  until  the 
end  of  the  seventh  full  month  after  the  beginning  of  their  plan 
year  to  pay  their  premiums.  This  accelerated  premium  collec- 
tion affects  the  premium  income  receivable  and  unearned 
premium  income  as  follows: 

1.  For  plans  with  500  or  more  participants  (10,000  or  more 
for  plan  years  commencing  in  1985),  a  receivable  for  pre- 
mium income  earned  but  not  received  by  year-end  will 
normally  be  associated  with  plan  years  that  begin  between 
August  2  and  September  30,  and  unearned  premium 
income  will  normally  be  recorded  for  plan  years  beginning 
between  October  2  and  the  subsequent  August  1  to  reflect 
premiums  received  but  not  yet  earned. 

2.  For  plans  with  fewer  than  500  participants  (fewer  than 
10,000  for  plan  years  commencing  in  1985),  a  receivable 
for  premium  income  earned  but  not  received  by  year-end 
will  normally  be  associated  with  plan  years  that  begin 
between  March  2  and  September  30,  and  unearned  pre- 
mium income  will  normally  be  recorded  for  plan  years 
beginning  between  October  2  and  the  subsequent 
March  1  to  reflect  premiums  received  but  not  yet  earned. 


ERISA  provides  that  the  PBGC  shall  continue  to  guarantee 
basic  benefits  despite  the  failure  of  a  plan  administrator  to 
pay  premiums  when  due.  The  PBGC  assesses  a  substantial 
penalty  for  late  payment.  In  addition,  interest  is  chargeable 
for  late  payment  as  well  as  underpayment  of  premiums.  All  of 
these  items,  less  refunds,  are  included  in  premium  income. 

SEPPAA  increased  the  single-employer  premium  from  $2.60 
to  $8.50  per  participant  per  year,  effective  for  plan  years 
beginning  on  or  after  January  1,  1986. 

MPPAA  revised  the  multiemployer  premium  schedule,  and 
the  following  table  details  the  revision: 

Multiemployer  Premium  Schedule 


Plan  Years  Commencing 

Premium  Rate 

9/27/80-9/26/84 

$1.40 

9/27/84-9/26/86 

1.80 

9/27/86-9/26/88 

2.20 

9/27/88  and  after 

2.60 

Note  9— Accounts  Payable  and  Accrued  Expenses 

The  following  table  itemizes  accrued  expenses  and  other  lia- 
bilities reported  in  the  accompanying  Statements  of  Financial 
Condition: 

Accounts  Payable  and  Accrued  Expenses 
(Dollars  in  thousands) 


September  30, 

1986 

1985 

Due  for  purchase  of  securities 

$  6,940 

$10,258 

Annual  leave 

1,151 

1.150 

Accrued  expenses 

5,680 

5,459 

Accounts  payable  and  accrued 

expenses 

$13,771 

$16,867 

No  accrual  of  accumulated  unused  sick  leave  is  recorded 
because  employees  do  not  have  a  formal  vested  interest  in 
such  leave.  At  retirement,  accumulated  unused  sick  leave  per- 
tains only  to  retirement  benefits  payable  under  the  Civil  Ser- 
vice Retirement  System.  No  amounts  are  paid  unless  sick 
leave  is  used.  There  is  no  similar  provision  under  the  Federal 
Employee  Retirement  System. 
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Note  10— Investment  and  Other  Income 

The  following  table  itemizes  investment  and  other  income 
reported  in  the  Statements  of  Operations  and  Changes  in 
Equity: 

Investment  and  Other  Income 
(Dollars  in  thousands) 


Septei 
1986 

Tiber  30, 

1985 

Interest,  dividends,  and  other  income 
Interest  income  from  financial 

$  89,152 

$  80,202 

assistance 
Realized  and  unrealized  gains  and 
losses 

0 
186,534 

278 
57,924 

Investment  and  other  income 

$275,686 

$138,404 

Note  11— Losses  (Gains)  from  Plans  Terminated  and 
Pending  Termination 

Amounts  reported  as  losses  represent  the  difference  between 
the  present  value  of  guaranteed  future  benefits  assumed  and 
both  related  plan  assets  and  employer  liability.  The  following 
table  details  the  components  that  make  up  the  losses: 

Losses  (Gains)  from  Plans  Terminated  and  Pending  Termination 
(Dollars  in  thousands) 


September  30, 

1986 

1985 

Plans  Terminated: 

Present  value  of  guaranteed  benefits 

assumed 

$1,099,646 

$273,412 

Less:  plan  assets  acquired 

240,404 

76,576 

Plan  asset  insufficiency 

859,242 

196,836 

Less:  estimated  recoveries  from 

employers 

133,895 

2,923 

Subtotal 

725,347 

193,913 

Change  in  provision  for  pending 

terminations 

1,681,200 

464,000 

Losses  (gains)  from  plans 

terminated  and  pending 

termination 

$2,406,547 

$657,913 

Note  12 — Depreciation 

The  following  table  shows  the  cost  of  furniture  and  equipment 
and  related  accumulated  depreciations: 

Furniture  and  Equipment— Net 
(Dollars  in  thousands) 

September  30, 
1986  1985 


Furniture  and  equipment  at  cost 
Accumulated  depreciation 

Furniture  and  equipment— net 


$5,726 
(3,103) 


$5,325 
(1,998) 


$2,623 


,327 


The  increased  cost  of  furniture  and  equipment  is  primarily 
due  to  the  purchase  of  computer  software  and  software 
licenses.  Software  and  software  licenses  are  being  amortized 
over  five  years.  Internally  developed  software  is  expensed  in 
the  year  the  cost  is  incurred. 


Note  13— Pending  Litigation  and  Legislation 

Currently  pending  litigation  could  have  significant  financial 
implications  for  the  single-employer  and  multiemployer  pro- 
grams. Cases  involve  such  issues  as  (1)  whether  ERISA's  ben- 
efit limitation  rules  require  the  phase-in  of  increased 
guarantees  based  on  vesting  improvements  mandated  by  the 
enactment  of  ERISA,  (2)  whether  certain  individuals  or 
groups  of  individuals  were  wrongly  denied  benefits  by  the 
PBGC,  and  (3)  whether  the  Bankruptcy  Code  requires  that  the 
Corporation's  pre-  and  post-petition  priority  claims  for  unpaid 
contributions  be  reduced  to  eliminate  the  past-service  portion 
of  ERISA's  minimum  funding  requirements  and  whether  such 
claims  should  be  further  reduced  to  reflect  the  number  of 
employees  who  actually  worked  during  the  priority  period. 
The  issues  raised  in  the  LTV  Corporation,  Wheeling- 
Pittsburgh,  Wisconsin  Steel,  Artley  v.  McLouth  Steel,  and 
Continental  Steel  cases,  and  the  multiemployer  litigation,  all 
discussed  in  Chapter  5  on  Legal  Activities,  may  also  have  sig- 
nificant financial  implications. 

Although  management  and  counsel  believe  that  the  PBGC's 
position  in  these  matters  will  be  upheld  by  the  courts,  neither 
can  predict  the  final  outcome  of  this  litigation.  The  ultimate 
resolution  of  these  legal  matters,  however,  may  have  a  mate- 
rial impact  on  the  financial  condition  of  the  Corporation  and 
the  results  of  operations  as  reported  in  the  Financial  State- 
ments. 


Note  14 — Commitments 

The  PBGC  leases  its  office  facility  under  a  commitment  that 
expires  on  December  31,  1993.  Annual  payments  during  the 
period  October  1,  1986,  to  December  31,  1993,  are 
expected  to  average  $2,630,000. 
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The  Actuarial  Report  presents  the  claims  history  for  the  single- 
employer  program,  the  five-year  actuarial  forecast  for  fiscal  years 
1987  through  1991  (required  by  section  4008  of  ERISA)  along 
with  an  extended  view,  and  the  actuarial  valuation  of  the  PBGC's 
future  benefit  liabilities. 

The  five-year  forecast  is  based  on  the  financial  condition  of  the  Corporation  as  of 
September  30,  1986,  as  reported  in  the  Financial  Statements  of  this  report.  The 
actuarial  valuation  quantifies  the  PBGC's  future  benefit  liabilities  (i.e.,  the 
reserve  for  the  present  value  of  future  guaranteed  benefits)  for  trusteed  termi- 
nated plans,  other  plans  that  terminated  by  the  end  of  FY  1986  and  that  the 
Corporation  expected  to  trustee,  and  plans  pending  termination  at  the  end  of 
FY  1986.  The  reserve  for  the  present  value  of  future  guaranteed  benefits — 
hereafter  abbreviated  as  the  reserve  for  guaranteed  benefits — is  separately  calcu- 
lated for  the  single-employer  and  multiemployer  programs.  With  reference  to  the 
latter  program,  the  reserve  for  guaranteed  benefits  also  includes  provision  for 
future  financial  assistance  that  the  Corporation  expects  to  provide  to  plans  that 
are,  or  in  all  likelihood  will  become,  insolvent. 

Current  information  indicates  that  the  single-employer  program  incurred  73 
claims  with  dates  of  plan  termination  in  FY  1986.  This  is  approximately  equal  to 
the  number  incurred  in  FY  1985  and  less  than  the  numbers  reported  in  prior  fis- 
cal years.  The  dollar  amounts  of  the  claims  resulting  from  these  plan  termina- 
tions, however,  are  significantly  higher  than  any  incurred  during  the  PBGC's 
12-year  history.  If  plans  pending  termination  are  included,  the  resulting  claims 
are  even  further  in  excess  of  those  previously  incurred.  At  fiscal  year-end,  the 
PBGC  had  become,  or  was  expected  to  become,  trustee  of  1,345  terminated 
single-employer  plans.  The  date  of  plan  termination  for  1,315  of  these  plans  was 
before  October  1,  1986,  and  the  remaining  30  plans  were  pending  as  of  that 
date.  Highlights  of  the  PBGC's  claim  experience  are: 

Annual  net  claims  (the  amount  of  benefit  liabilities  that  must  be 
financed  by  the  PBGC)  have  ranged  from  a  low  of  $18  million  in 
FY  1976  to  a  high  of  $750  million  in  FY  1986.  If  net  claims  from 
pending  plans  are  included  with  the  FY  1986  amount,  it  grows  to 
almost  $2.9  billion. 

Annual  net  claims  experienced  by  the  program  during  the  last  five 
years — FY  1984  excepted — are  significantly  larger  than  those 
incurred  during  earlier  years. 

Including  pending  terminations,  average  net  claims  for  the  last  five 
years  were  $711  million,  and  for  the  12  years  of  the  Corporation's 
history  were  $325  million.  These  averages  approximately  quintuple 
and  quadruple,  respectively,  last  year's  $146  million  for  the  five-year 
average  and  $91  million  for  the  historical  average. 

Approximately  83  percent — $2.4  billion — of  net  claims  for  plans  ter- 
minated in  FY  1986  (including  those  pending)  is  due  to  only  seven 
plans  of  two  sponsors:  three  Wheeling-Pittsburgh  plans  totaling 
$0.4  billion  and  four  LTV  plans  totaling  $2.0  billion.  According  to 
Table  1,  net  claims  resulting  from  the  remaining  96  plans  total 
$491  million. 
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Guaranteed  benefil  liabilities  have  ranged  from  a  low  of  $52  million 
in  FY  1977  to  a  high  of  $5.2  billion  (including  those  pending)  in 
V}   1986.  This  is  more  than  eight  limes  the  historical  average  of 

$591  million. 

Guaranteed  benefit  liabilities  inclined  since  the  beginning  of  the 
PBGC's  termination  insurance  program  total  $7. 1  billion;  net  claims 
against  the  program  total  $3.9  billion.  Amounts  from  the  previously 
mentioned  seven  plans  constitute  60  and  62  percent  of  these  totals, 
respectively. 

Table  1  shows,  by  fiscal  year,  the  distribution  (as  of  the  date  of  plan  termination) 
of  pension  plan  liabilities  guaranteed  by  the  PBGC,  assets  of  terminated  plans, 
statutory  employer  liability  (the  amount  recoverable  from  the  sponsoring 
employer),  and  the  resulting  net  claims.  It  also  presents  averages  and  percent- 
ages derived  from  these  figures. 


Table  1:  Claims  Experience  by  Fiscal  Year  (Single-Employer  Program) 
(Dollars  in  millions) 


(1) 

(2) 
Guaranteed 

(3) 

(4) 

(5) 

(6) 

(7) 

Average  Net 
Claim  Per 

(8) 

Net  Claims  as 

a  Percent  of 

Guaranteed 

Date  of 

Number 

Benefit 

Plan 

Funding 

Employer 

Total  Net 

Terminated 

Benefit 

Termination 

of  Plans 

Liability 

Assets 

Level 

Liability 

Claims* 

Plan 

Liability 

07/01/74-06/30/75 

98 

$       56 

$       19 

35% 

$      7 

$      30 

$  0.3 

53% 

07/01/75-09/30/76 

172 

88 

44 

50 

26 

18 

0.1 

20 

10/01/76-09/30/77 

130 

52 

21 

41 

7 

23 

0.2 

45 

—  45% 

10/01/77-09/30/78 

101 

125 

46 

37 

7 

73 

0.7 

58 

10/01/78-09/30/79 

80 

81 

32 

40 

4 

45 

0.6 

56 

10/01/79-09/30/80 

104 

166 

77 

46 

5 

85 

0.8 

51 

10/01/80-09/30/81 

134 

176 

76 

43 

27 

73 

0.5 

41 

54 

10/01/81-09/30/82 

127 

443 

174 

39 

7 

263 

2.1 

59 

10/01/82-09/30/83 

131 

416 

219 

53 

14 

183 

1.4 

44 

10/01/83-09/30/84 

88 

60 

24 

40 

0 

35 

0.4 

59 

10/01/84-09/30/85 

77 

254 

75 

30 

2 

177 

2.3 

70 

61 

10/01/85-09/30/86 

73 

1,139 

248 

22 
35 

141 

750 

10.3 
$   1.3 

66 

Total 

1,315 

$3,056 

$1,056 

$246 

$1,755 

57 

Pending 

30 

4,038 

1,851 

46 
41 

42 

2,145 

** 

53 

Total 

1,345 

$7,094 

$2,906 

$288 

$3,900 

55 

Note:  Numbers  may  not  add  up  to  totals  due  to  rounding. 

*The  net  claim  values  presented  here  for  fiscal  years  1985  and  1986  are  different  from  the  values  presented  in  the  Financial  Statements.  The  State- 
ments show  claims  of  $657. 9  million  and  $2,406. 7  million  for  fiscal  years  1 985  and  1 986,  respectively,  compared  to  Table  1  values  of$l  77  mil- 
lion and  $2,895  million,  respectively.  Table  1  data  reflect  plans  in  the  year  they  terminated,  not  the  year  they  were  first  recognized  in  the  Financial 
Statements.  Adjustments  resulting  from  more  current  information  on  plans  terminated  in  prior  years  are  reflected  in  the  fiscal  year  during  which  the 
terminations  actually  occurred.  The  Financial  Statements,  on  the  other  hand,  reflect  this  information  in  the  years  in  which  the  information  is 
received. 
*  *Because  of  the  exclusion  of  certain  pending  terminations  with  net  claims  under  $1  million,  an  average  net  claim  per  terminated  plan  is  not 
meaningful. 


Table  1  also  shows  that  plan  funding  levels  deteriorated  substantially  in  fiscal 
years  1985  and  1986  (see  col.  (4)).  "Net  claims  as  a  percent  of  guaranteed  ben- 
efit liability"  (see  col.  (8)),  which  reflects  not  only  funding  but  also  recoveries 
from  employers,  has  increased  over  the  Corporation's  history.  This  means  that 
the  PBGC  must  make  up  a  higher  fraction  of  guaranteed  benefits. 
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The  size  of  net  claims  on  a  per-plan  basis  has  also  varied  widely.  From  FY  1982 
through  FY  1986,  the  average  net  claim  per  terminated  plan  (excluding  pending) 
is  $2.8  million.  This  is  more  than  six  times  the  average  claim  of  $424,000  per 
terminated  plan  for  the  period  covering  fiscal  years  1975  through  1981. 

To  determine  liabilities  resulting  from  terminated  plans  of  a  single  sponsoring 
employer,  claims  against  the  program  are  measured  on  an  "event"  basis.  An 
event  is  an  occurrence  that  causes  a  plan  sponsor  to  terminate  one  plan,  or  two  or 
more  of  its  plans  within  30  days  of  each  other.  If  pending  plans  are  included,  the 
total  of  1,345  individual  plan  terminations  resulted  from  1,093  events;  in  one 
case,  a  single  event  was  responsible  for  1 1  individual  plan  terminations. 

Table  2  shows  the  effect  that  a  few  plans  or  sponsoring  employers  (events)  can 
have  on  the  liability  of  the  PBGC: 

Eight  plans,  which  have  net  claims  of  over  $100  million  each,  consti- 
tute less  than  1  percent  of  all  plans  but  account  for  nearly  68  percent 
of  total  net  claims. 

On  an  event  basis,  five  events  attributed  to  four  plan  sponsors 
account  for  $2.8  billion  in  single-employer  net  claims,  or  72  percent 
of  total  net  claims  during  the  PBGCs  12-year  history. 

The  net  claims  of  one  sponsor,  LTV,  account  for  54  percent  of  the 
$3.9  billion  of  total  claims  experienced  by  the  single-employer  pro- 
gram thus  far. 


Table  2:  Distribution  of  Guaranteed  Benefit  Liability  and  Net  Claims*  by  Size  (Single- Employer  Program) 
(Dollars  in  millions) 


f 


Size 


Guaranteed  Benefit 

NetC 

aims 

Net  Claim 

Liability 

(Per  Plan  Basis) 

(Event 

Basis) 

Number 

Total  Guaranteed 

Number 

Total  Net 

Number 

Total  Net 

of  Plans 

Benefit  Liability 

of  Plans 

Claims 

of  Events 

Claims 

9 

$4,708 

8 

$2,636 

5 

$2,788 

8 

518 

1 

55 

6 

351 

20 

662 

12 

416 

7 

254 

23 

369 

19 

295 

10 

134 

37 

255 

22 

159 

11 

76 

73 

234 

45 

143 

41 

131 

109 

159 

62 

85 

45 

61 

1,066 

190 

1.176 

111 

968 

105 

1,345 

$7,094 

1,345 

$3,900 

1,093 

$3,900 

Greater  than  $100  million 
$50-100  million 
$25-50  million 
$10-25  million 
$5-10  million 
$2-5  million 
$1-2  million 
Less  than  $1  million 

Total 

Note:  Numbers  may  not  add  up  to  totals  due  to  rounding. 

*The  data  presented  are  as  of  the  date  of  plan  termination  using  data  as  they  existed  at  the  time  of  the  FY  1 986  closing.  The  amounts  reflected  here 
are  not  entirely  consistent  with  the  amounts  previously  reported  because  of  revised  estimates  of  some  previously  reported  claims.  Certain  pending  termi- 
nations with  net  claims  under  $1  million  are  excluded  from  this  table. 
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Single-Employer 
Program  Fire-  Year 

Projection 


The  PBGC  bases  its  projections  of  financial  condition  and  operations  on  its  histor- 
ical experience.  In  earlier  reports,  the  PBGC  used  various  regression  techniques 
to  forecast  claims.  Because  of  (1)  the  substantial  variability  in  the  PBGC's  histori- 
cal experience,  especially  the  very  large  total  claims  during  the  last  year,  and  (2) 
the  extreme  sensitivity  of  PBGC  annual  claims  to  whether  a  large  underfunded 
termination  occurs  in  that  particular  year,  the  Corporation  has  revised  its  method 
of  forecasting.  While  ERISA  only  requires  a  five-year  projection,  a  ten-year  fore- 
cast is  included  this  year  to  illustrate  that  the  PBGC's  assets  will  start  to  decline  in 
the  next  decade  in  the  absence  of  a  premium  increase. 

The  first  projection  (Forecast  A)  is  based  on  the  average  annual  net  claim  over 
the  entire  PBGC  history,  including  pending  claims.  The  second  projection  (Fore- 
cast B)  is  based  on  the  average  annual  net  claim  over  the  most  recent  five  years 
(from  FY  1982  through  FY  1986,  including  pending  claims).  Data  going  back  to 
FY  1982  were  used  in  arriving  at  this  latter  average  because  of  the  significant 
increase  in  claims  that  year.  In  both  cases,  annual  claims  were  first  adjusted  to 
1986  dollars. 

In  order  to  estimate  the  value  of  future  assets  and  liabilities  and  the  resulting  def- 
icits, the  Corporation  made  the  following  assumptions: 

The  reserve  for  guaranteed  benefits  is  valued  at  7.75  percent  for 
immediate  annuities,  with  relevant  lower  rates  for  deferred  annuities. 
Investments  will  earn  7.25  percent,  a  rate  of  return  consistent  with 
the  valuation  assumption. 


Administrative  expenses  for  FY  1987 — presented  in  the  PBGC's 
budget — will  grow  at  an  annual  rate  of  6.25  percent.  Benefit  entitle- 
ments of  covered  participants  will  grow  at  the  same  rate. 

The  number  of  projected  covered  plan  participants  in  FY  1987  will 
grow  at  an  annual  rate  of  1.5  percent  (based  on  the  PBGC's  past 
experience). 

The  annual  growth  in  net  claims,  based  on  the  projected  growth  of 
both  benefit  entitlements  and  plan  participants,  will  be  at  a  rate  of 
7.84  percent. 

Plan  assets  and  employer  liability  will  be  the  same  percent  of  the 
guaranteed  benefits  liability  and  plan  asset  insufficiency,  respectively, 
as  they  were  for  the  period  used  to  establish  the  average  claim  level. 

These  assumptions  generate  the  following  projections  of  the  status  of  the  single- 
employer  program.  Future  premium  income  is  based  on  the  $8.50  premium  per 
covered  plan  participant  in  effect  on  September  30,  1986.  Under  both  forecasts, 
by  FY  1988  benefit  payments  will  exceed  premium  income  by  at  least  $490  mil- 
lion. This  difference  will  continue  to  grow  in  the  absence  of  a  premium  increase. 
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Forecast  A  shows  a  projected  deficit  of  $6,542  million  at  the  end  of  the  five-year 
period  (September  30,  1991).  According  to  this  forecast,  the  PBGC  Revolving 
Fund  would  be  available  to  pay  benefits  only  through  late  FY  1989.  Forecast  A 
indicates  that  total  assets  will  start  to  decrease  in  FY  1992.  Under  the  assump- 
tions of  Forecast  A,  the  assets  would  be  completely  depleted  in  FY  2003.  Table  3 
shows  the  PBGC's  projected  financial  condition  under  Forecast  A. 


Table  3:  Forecast  A— Based  on  the  Average  Annual  Net  Claim  Over  The  Entire  PBGC  History 
Amounts  as  of  September  30 
(Dollars  in  millions) 


Fiscal  Year 


Liabilities 


Assets 


Deficit 


1986  (Actual) 

1987 

1988 

1989 

1990 

1991 

1992 

1993 

1994 

1995 

1996 


$     5,566 

7,981 

8,564 

9,204 

9,896 

10,641 

11,445 

12,313 

13,251 

14,257 

15.336 


$  1,740 
3,830 
3,926 
4,012 
4.072 
4,099 
4,090 
4,039 
3,940 
3.779 
3,546 


$  3,826 
4,151 
4,638 
5,192 
5,824 
6,542 
7.355 
8,274 
9.311 
10,478 
11,790 


Forecast  B  shows  a  projected  deficit  of  $9,370  million  at  the  end  of  the  five-year 
period  (September  30,  1991).  According  to  this  forecast,  the  PBGC  Revolving 
Fund  would  be  available  to  pay  benefits  only  through  very  late  FY  1988.  Fore- 
cast B  indicates  that  total  assets  will  start  to  decrease  in  FY  1995.  Under  the 
assumptions  of  Forecast  B,  the  assets  would  be  depleted  in  FY  2003.  Table  4 
shows  the  PBGC's  projected  financial  condition  under  Forecast  B. 


Table  4:  Forecast  B — Based  on  the  Average  Annual  Net  Claim  Over  The  Most  Recent  Five  Years 
Amounts  as  of  September  30 
(Dollars  in  millions) 


Fiscal  Year 


1986  (Actual) 

1987 

1988 

1989 

1990 

1991 

1992 

1993 

1994 

1995 

1996 


Liabilities 


Assets 


Deficit 


$  5,566 

$1,740 

$   3,826 

8,701 

4,127 

4.574 

10,056 

4,508 

5,548 

11,526 

4,866 

6,660 

13,107 

5,179 

7,928 

14,805 

5,435 

9,370 

16,628 

5,624 

11,004 

18,586 

5,733 

12,853 

20,692 

5.752 

14,940 

22,946 

5,654 

17,292 

25,358 

5,422 

19,936 
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Reserve  for  Guaranteed  Benefits:  The  reserve  for  guaranteed  benefits  for  the 
single-employer  program  is  calculated  as  the  liability  for  ( I )  plans  that  terminated 
on  or  before  fiscal  year-end  and  of  which  the  Corporation  is,  or  expects  to 
become,  trustee  and  (2)  large  pending  plans.  The  reserve  for  guaranteed  benefits 
represents  the  present  value — as  of  September  30,  1986 — of  future  benefits  that 
the  Corporation  is  obligated  to  pay:  $3,347  million,  on  behalf  of  participants  in 
1,315  plans  that  terminated  on  or  before  September  30,  1986,  and  $4,038  mil- 
lion on  behalf  of  participants  in  30  plans  pending  termination. 

The  reserve  for  guaranteed  benefits  for  the  multiemployer  program  is  calculated 
as  the  liability  for  (1)  plans  that  terminated  before  passage  of  the  Multiemployer 
Pension  Plan  Amendments  Act  (MPPAA)  and  of  which  the  Corporation  is,  or 
expects  to  become,  trustee  and  (2)  post-MPPAA  losses  that  are  probable  and  esti- 
mable for  plans  of  which  the  Corporation  is  aware  at  fiscal  year-end. 

There  are  a  total  of  10  pre-MPPAA  terminations,  nine  of  which  were  granted  dis- 
cretionary coverage  under  the  provisions  of  ERISA  as  passed  in  1974.  The 
remaining  plan  terminated  when  coverage  under  Title  IV  was  mandatory 
(between  August  1,  1980,  and  September  25,  1980).  The  post-MPPAA  portion 
of  the  reserve  for  guaranteed  benefits  represents  the  present  value  as  of  Septem- 
ber 30,  1986,  of  losses  that  the  PBGC  expects  to  incur  from  nonrecoverable 
future  financial  assistance  to  seven  plans  that  are,  or  are  expected  to  become, 
insolvent.  The  reserve  for  guaranteed  benefits  for  the  multiemployer  program 
was  calculated  using  the  same  methods  and  procedures  as  those  used  in 
FY  1985. 


';■' 

»• 


t: 

! 


Table  5:  Reserve  For  Guaranteed  Benefits 
(Dollars  in  millions) 


I.   Single-Employer  Program 

A.  Terminated  Plans 

1.  Seriatim  method* 

2.  Hybrid  plans** 

3.  Non-Seriatim  method* 

a.  Plans  with  final  benefits 

b.  Plans  with  estimated  benefits 

Subtotal 

B.  Plans  Pending  Termination 

1.  Hybrid  plans** 

2.  Non-Seriatim  method* 

Subtotal 
Total 

II.    Multiemployer  Program 

A.  Pre-MPPAA  terminations 

1.  Seriatim  method* 

2.  Non-Seriatim  method* 

(all  final  benefits) 

Subtotal 

B.  Post- MPPA A  liability 
Total 

Total  Reserve  for  Single-  and  Multiemployer  Programs 


Number 
of  Plans 


1,315 


Liability 


680 

$  397 

4 

934 

223 

883 

408 

1,132 

$3,347 


3 

27 

$3,372 
666 

30 

$4,038 

1,345 

$7,385 

4 

2 

10 

$   20 

7 

29 

17 

49 

1.362 

$7,434 

Note:  Numbers  may  not  add  up  to  totals  due  to  rounding. 
*The  seriatim  method  values  benefits  using  individual  participant  data.  The  non-seriatim 
method  of  valuing  benefits  uses  liability  information  obtained  from  the  most  recent  actuarial 
valuation  report  and  makes  appropriate  adjustments  for  differences  in  assumed  rates,  retire- 
ment ages.  etc. 

**Hvbrid  plans  are  those  plans  for  which  pay-status  benefits  are  valued  on  a  seriatim  basis  and 
for  which  non-pay-status  benefits  are  valued  on  a  non-seriatim  basis.  Approximately  80  per- 
cent of  the  hybrid  plans'  liability  is  valued  on  a  seriatim  basis. 


Data,  Actuarial 
Assumptions,  and 
Methods 


Single-Employer  Program:  Table  5  shows  the  number  of  plans  and  the  associated 
liability  by  method  of  calculation  for  the  reserve  for  guaranteed  benefits.  It  shows 
that  the  single-employer  plans'  liability  of  $7,385  million  is  more  than  99  per- 
cent of  the  total  PBGC  liability  of  $7,434  million.  The  following  graph  shows  the 
distributions  of  benefit  liability  and  plans  (including  pending  plans)  by  method  of 
calculation. 
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Distribution  of  Benefit  Liability  and  Plans  l>t  Method  oj  Calculation  (Single-Employer  Plans) 
(Dollars  in  millions) 


Benefit  Liability 

$7,385 


Seriatim 
$3,837 


Ni^ 


Plans 
1,345 


Non-Seriatim 
$3,548 


Seriatim 
680 


Non-Seriatim 
658 


Seriatim  Method:  The  liability  for  future  benefits  was  calculated  for  each  of  the 
1,345  terminated  plans.  Plans  were  valued  on  an  individual  participant  valuation 
basis,  if  the  Corporations  benefit  payments  system  contained  a  reasonable 
amount  of  the  data  required  to  perform  seriatim  calculations  (i.e.,  participant  by 
participant).  This  valuation  method  is  the  most  reliable  one  and,  therefore,  pre- 
ferred. Liability  for  all  other  plans  was  calculated  using  the  procedures  described 
later.  Plans  were  included  in  the  seriatim  valuation  only  if  80  percent  of  then- 
individual  participant  records  contained  data  deemed  essential  for  the  valuation. 
The  80-percent  limit  was  used  to  increase  the  number  of  plans  that  could  be  val- 
ued by  the  seriatim  method  and  still  maintain  the  quality  of  the  results.  As  noted 
in  Table  5,  680  plans  (51  percent  of  all  plans)  were  valued  on  a  seriatim  basis. 

Plan  averages  or  PBGC  averages  replaced  missing  valuation  data  for  participants 
in  plans  included  in  the  seriatim  method.  Averages  were  computed  using  partici- 
pant records  that  contained  the  pertinent  data. 

The  set  of  interest  rates  used  for  the  actuarial  valuation  was  the  set  being  estab- 
lished at  the  end  of  FY  1986  for  valuing  the  liability  for  distress  terminations 
(i.e.,  7.75  percent  for  immediate  annuities,  with  lower  interest  rates  for  deferred 
annuities).  The  mortality  assumptions  used  for  the  individual  participant  valua- 
tions are  described  in  the  PBGC  regulation  on  Valuation  of  Plan  Benefits  (29 
CFR  2619)  for  a  distress  termination. 

This  regulation  also  prescribes  a  method  for  assigning  an  expected  retirement 
age  to  participants  in  terminated  plans  who  are  not  in  pay  status  on  the  date  of 
plan  termination.  This  method  for  assuming  benefit  commencement  dates  was 
used  for  those  participants  who  (1)  were  not  in  pay  status  at  fiscal  year-end  and 
(2)  had  not  attained  expected  retirement  age  before  September  30,  1986.  For 
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valuation  purposes,  participants  who  had  attained  their  expected  retirement  age 
were  assumed  to  be  in  pay  status.  Participants  who  were  older  than  their  plan's 
normal  retirement  age  and  were  not  in  pay  status  at  fiscal  year-end  had  the  value 
of  their  future  benefits  reduced  to  zero  over  the  three  years  succeeding  normal 
retirement  age  in  order  to  reflect  the  lower  likelihood  of  payment. 

Non-Seriatim  Method:  Processing  for  most  of  the  remaining  plans  is  not  yet  com- 
plete, which  is  the  principal  reason  for  these  plans  not  being  valued  on  a  seriatim 
basis.  The  Corporation's  benefit  payments  system  does  not  always  contain  all  the 
data  needed  for  a  seriatim  valuation  (i.e.,  dates  of  birth  are  occasionally  missing). 
The  Corporation  is  continuing  to  gather  additional  valuation  data.  Increasing  the 
number  of  plans  to  be  included  in  this  portion  of  the  reserve  for  guaranteed  ben- 
efits is  a  high  priority. 

When  final  PBGC-guaranteed  benefit  calculations  are  complete,  the  results  of  a 
date-of-plan-termination  valuation  are  used  as  the  starting  point  for  each  plan. 
For  those  plans  for  which  final  PBGC-guaranteed  benefit  calculations  are  not 
complete,  the  most  recent  valuation  performed  before  the  termination  date  is 
used.  Plan  valuations  for  the  36  large  plans  in  this  category  (those  with  more  than 
$10  million  in  guaranteed  benefit  liabilities  at  date  of  plan  termination)  are 
refined,  based  on  the  most  recent  available  data. 

For  plans  not  valued  by  the  seriatim  method,  the  liability  is  reported  separately 
for  participants  who,  as  of  the  valuation  date,  were  retired,  active  vested,  or  ter- 
minated vested.  The  reported  liability  for  each  class  is  adjusted  to  reflect  the  dif- 
ferences in  assumed  interest  rates.  The  active  vested  liability  is  increased  for 
benefits  accrued  between  the  valuation  and  plan  termination  dates.  The  effects  of 
the  maximum  guarantee  provisions,  benefit  payouts,  and  the  elapsed  time 
between  the  valuation  date  and  the  end  of  the  fiscal  year  are  also  reflected.  Date- 
of-plan-termination  estimates  of  benefit  liability  are  calculated  routinely  for 
administrative  purposes,  and  the  adjustment  factors  used  in  the  non-seriatim 
procedure — which  were  developed  and  refined  for  this  purpose — are  based  on 
PBGC  experience. 

Hybrid  Plans:  Seven  very  large  plans  were  only  partially  valued  by  the  seriatim 
method  due  to  their  recent  termination.  Automated  files  of  the  benefits  for  those 
in  pay-status  as  of  September  30,  1986,  were  obtained  from  the  respective  plan 
sponsors.  A  seriatim  valuation  is  conducted  on  these  benefits.  The  non-seriatim 
method  is  used  to  value  the  benefits  for  those  in  non-pay-status  for  these  same 
plans.  Thus,  a  hybrid  valuation  method  was  developed,  consisting  of  the  seriatim 
method  on  the  pay-status  benefits  and  the  non-seriatim  method  on  the  non-pay- 
status  benefits. 

Multiemployer  Program:  The  liability  for  the  10  pre-MPPAA  terminations  is  cal- 
culated using  the  same  assumptions  and  methods  described  for  the  single- 
employer  program. 

The  post-MPPAA  liability  is  based  on  the  most  recent  available  actuarial  reports 
and  information  provided  by  representatives  of  the  affected  plans.  This  liability  is 
an  estimate  of  future  losses  from  plans  for  which  the  PBGC  expects  to  assume 
responsibility  under  the  financial  assistance  program  required  by  section  4261  of 
ERISA.  The  Corporation  has  received  notification  that  15  multiemployer  plans 
are,  or  could  become,  insolvent.  However,  for  eight  of  the  plans,  the  PBGC 
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expects  that  the  minimum  funding  standards  and  the  withdrawal  liability  provi- 
sions will  prevent  a  financial  loss  to  the  Corporation.  The  liability  shown  on  line 
II. B  in  Table  5  represents  the  discounted  value  ol  future  unrecoverable  financial 
assistance  that  will  be  made  to  the  remaining  seven  plans.  For  these  plans,  the 
contribution  base  has  either  disappeared  due  to  financial  failure  or  has  declined 
irretrievably. 

On  September  30,  1986,  the  total  number  of  participants  included  in  the 
FY  1986  reserve  for  guaranteed  benefits  was  estimated  at  355,000  for  the 
single-employer  program  and  3,300  for  the  multiemployer  program.  This 
includes  124,000  participants  in  plans  pending  termination.  Of  these  totals, 
90,800  single-employer  participants  and  3,200  participants  from  multiemployer 
plans  were  receiving  benefits  at  fiscal  year-end.  The  respective  average  monthly 
benefit  for  participants  in  pay  status  as  of  September  30,  1986,  was  $260  for  the 
single-employer  program  and  $85  for  the  multiemployer  program  or  $255  for 
both  programs  combined. 

A  large  proportion  of  the  liability  is  valued  by  the  seriatim  method  for  FY  1986 
because  the  PBGC  was  successful  in  receiving  and  valuing  the  Wheeling- 
Pittsburgh  and  LTV  pay-status  liabilities  on  a  seriatim  basis.  This  total  liability  on 
the  seriatim  basis  is  $3.8  billion,  which  is  52  percent  of  the  total  reserve  for  guar- 
anteed benefits. 

Tables  6  through  10  summarize  the  detailed  results  of  the  seriatim  and  non- 
seriatim  valuation  calculations  for  both  the  single-employer  and  multiemployer 
programs.  Table  6  shows  the  breakdown  of  the  seriatim  valuation  liability  by  class 
of  recipient,  and  includes  "Pay-Status"  groups  from  the  "hybrid"''  plans.  The 
"other"  recipient  class  is  comprised  of  (1)  individuals  who  were  scheduled  at  fis- 
cal year-end  for  lump-sum  payments  and  (2)  individuals  who  were  beyond  their 
normal  retirement  age  but  not  receiving  benefits. 


Table  6:  Portion  of  Reserve  Calculated  by  the  Seriatim  Method 
(Dollars  in  millions) 


Recipient 
Class 


Single-Employer 

No.  of 
Benefit 
Recipients       Liability 


Pay-Status** 

Deferred 

Other 

Total 


95,321 
10,906 
19,365 

125,592 


5,754 

82 

5,837 


Multiemployer 

No.  of 
Benefit 
Recipients       Liability 


2,729 

53 

2,495 

5,277 


He 


Note:  Numbers  may  not  add  up  to  totals  due  to  rounding. 

*Less  than  $500,000 
**lncludes  the  pay-status  liability  from  hybrid  plans 
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Table  7  shows  that  pay-status  seriatim  liabilities  are  greatest  at  ages  60  to  64  for 
single-employer  plans,  while  for  multiemployer  plans  they  are  greatest  at  ages  70 
to  74.  Average  ages  for  single-employer  plans  decreased  since  last  year  due  to 
the  inclusion  of  recent  large  steel  plans,  which  typically  have  younger  retirement 
ages.  Average  ages  for  multiemployer  plans  increased  since  last  year  due  to  the 
aging  of  the  closed  group  of  participants  in  plans  terminated  prior  to  the  enact- 
ment of  MPPAA.  The  table  displays  the  number  of  benefit  recipients,  the  average 
monthly  benefit,  and  the  seriatim  valuation  liability  by  attained  age  for  individ- 
uals in  pay  status. 


Table  7:  Liability  for  Pay-Slatw 
(Dollars  in  millions) 


Recipients  Valued  by  the  Seriatim  Method 


Single- 

Employer 

Multiemployer 

No.  of 

Average 

Percent 

No.  of 

Average 

Percent 

Attained 

Benefit 

Monthly 

of 

Benefit 

Monthly 

of 

Age 

Recipients 

Benefit 

Liability 

Liability 

Recipients 

Benefit 

Liability 

Liability 

Under  50 

1.500 

$447.16 

$       84 

2% 

0 

— 

$    0 

0% 

50-54 

4,137 

642.94 

321 

9 

0 

- 

0 

0 

55-59 

9,443 

627.90 

668 

18 

13 

$168.35 

** 

1 

60-64 

16,475 

519.50 

902 

24 

78 

151.88 

1 

7 

65-69 

21.965 

391.31 

819 

22 

354 

125.64 

4 

22 

70-74 

20,492 

339.42 

586 

16 

342 

166.69 

4 

25 

75-79 

12,185 

295.33 

252 

7 

635 

91.95 

4 

22 

80-84 

5,815 

263.90 

87 

2 

682 

64.54 

3 

14 

85-89 

2,345 

260.88 

28 

1 

426 

55.05 

1 

6 

Over  89 

964 

242.19 

8 

* 

199 

50.76 

** 

2 

Total 

95,321 

$412.79 

$3,754 

100% 

2.729 

$  92.15 

$18 

100% 

Note:  Numbers  may  not  add  up  to  totals  due  to  rounding. 

*Less  than  0.5% 
**Less  than  $500,000 

Table  8  shows  similar  data  for  deferred-status  recipients.  The  distribution  of  ben- 
efit liabilities  peaks  in  the  60  to  64  age  group  in  both  programs. 

Table  8:  Liability  for  Deferred-Status  Recipients  Valued  by  the  Seriatim  Method 
(Dollars  in  millions) 


Single- 

Employer 

Multiemployer 

No.  of 

Average 

Percent 

No.  of 

Average 

Percent 

Attained 

Benefit 

Monthly 

of 

Benefit 

Monthly 

of 

Age 

Recipients 

Benefit 

Liability 

Liability 

Recipients 

Benefit 

Liability 

Liability 

Under  40 

810 

$  81.20 

$   2 

2% 

0 

— 

$    0 

0% 

40-44 

932 

113.68 

3 

4 

3 

$  43.67 

* 

1 

45-49 

1,290 

137.12 

7 

9 

1 

67.00 

* 

1 

50-54 

2,110 

107.26 

12 

15 

9 

58.78 

* 

5 

55-59 

2,759 

115.22 

22 

27 

14 

117.14 

0.1 

24 

60-64 

2.784 

116.09 

30 

37 

22 

106.24 

0.2 

46 

Over  64 

221 

148.09 

4 

5 

4 

278.25 

0.1 

25 

Total 

10,906 

$114.50 

$82 

100% 

53 

$109.76 

$0.5 

100% 

Note:  Numbers  may  not  add  up  to  totals  due  to  rounding. 
*Less  than  $50,000 
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The  following  graph  displays  the  data  from  Tables  7  and  H,  respectively. 


Distribution  of  Seriatim  Wethod  Liability  /<»  Age 

I  1   Single-Kmplo\er  Plans 
□    Multiemployer  Plans 

Paj  -Status  Recipients 
•rcent  ofTota 


Deferred-Status  Recipients 
Percent  ol  Total 


Age  Group  Age  Group 

Tables  9  and  10  show  details  for  the  non-seriatim  liability  calculations.  Table  9 
shows  totals  for  plans  that  have  final  benefits  calculated  and  for  those  that  do  not. 

Table  9:  Non-Seriatim  Liability  Portion 
(Dollars  in  millions) 


Single-Employer  Multiemployer 

Percent  Percent 

of  of 

Plans       Liability       Liability  Plans       Liability       Liability 


Plans  with  final  benefits 

A.    Large* 

18 

$    645 

18% 

0 

$0 

0% 

B.   Other 

205 

238 

7 

4 

4 

2 

$2 

100% 

Subtotal 

223 

$    883 

25% 

100% 

Plans  with  estimated 

benefits 

A.    Large* 

36** 

$2,246** 

63% 

0 

$0 

0% 

B.  Other 

406 

418 

12 

0 

0 

0 

Subtotal 

442 
665 

$2,664 
$3,548 

75% 
100% 

0 

$0 

0% 

Total 

4 

$2 

100% 

Note:  Numbers  may  not  add  up  to  totals  due  to  rounding. 
*Present  value  of  guaranteed  benefits  of  $10  million  or  more  per  plan  at  dale  of  plan 
termination. 
**Includes  the  non-seriatim  portion  of  the  liability  for  the  seven  hybrid  plans. 
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Table  10  shows  the  distribution  of  the  non-seriatim  liability  by  recipient  class: 
retired,  active  vested,  and  terminated  vested.  The  pay-status  hability  is  not  a 
large  proportion  of  the  total  liability  because  the  pay-status  liability  for  the 
hybrid  plans  is  included  in  Table  6,  while  the  non-pay-status  liability  for  the 
hybrid  plans  is  included  in  Table  10. 

Table  10:  Distribution  of  the  Non-Seriatim  Liability  by  Recipient  Status* 


Recipient  Class 


Retired 
Active  Vested 
Terminated  Vested 

Total 


Percentage  of  Liability 
Single-Employer  Multiemployer 

40%  42% 

48  46 

12  12 


100% 


100% 


*Status  as  of  date  of  most  recent  actuarial  valuation  report  (date  of  plan  termination  if  benefits 
are  final). 


Table  1 1  shows  that  the  steel  industry's  pension  plans  account  for  a  significant 
proportion  of  the  Reserve  for  Guaranteed  Benefits. 


Table  11:  The  Distribution  of  Steel  Industry  Plans  Included  in  the  Single-Employer  Reserve  for 
Guaranteed  Benefits 
(Dollars  in  millions) 


Percent  of 

No.  of 

Single-Employer 

Plans 

Liability 

LiabUity 

A.   Terminated  Plans 

1.   Seriatim  method 

48 

$     157 

2% 

2.    Hybrid  plans 

4 

934 

13 

3.    Non-Seriatim  method 

a.    Plans  with  final  benefits 

27 

165 

2 

b.    Plans  with  estimated  benefits 

78 

525 

7 

Subtotal 

157 

SI, 781 

24% 

B.    Plans  Pending  Termination 

1.    Hybrid  plans 

3 

$3,372 

46% 

2.   Non-Seriatim  method 

22 

601 

8 

Subtotal 

25 

$3,974 

54% 

Total 

182 

$5,754 

78% 

Reconciliation  of  Results:  Table  12  reconciles  the  FY  1986  valuation  with  the 
FY  1985  valuation.  It  shows  that  the  principal  reasons  for  the  $4,729  million 
increase  in  the  reserve  liability  are  (1)  the  effect  of  plans  pending  termination 
($4,038  million),  (2)  the  effect  of  new  terminations  ($467  million),  and  (3)  the 
effect  of  using  lower  interest  rates  ($437  million). 
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Table  12:  Reconciliation  of  Reserve  for  Guaranteed  Benefits 
(Dollars  in  millions) 


1.  FY  1985  Reserve  for  Guaranteed 

Benefits 

2.  Changes: 

a.  in  interest  assumption 

b.  in  data 

c.  in  method 

d.  Total 

3.  Expected  interest  and  effect  of 

experience 

4.  New  Terminations** 

a.  Increase  in  Liability  as  of 

DOPT*** 

b.  Effect  of  projections  to  fiscal 

year-end 

c.  FY  1986  liability 

5.  Benefits  Paid 

6.  Plans  Pending  Termination 

7.  FY  1986  Reserve  for  Guaranteed 

Benefits 
1.  +  2.d.  +  3  +  4.c.  -5  +  6 


Single-Employer       Multiemployer* 

$2,654.2  $21.7 


435.4 

1.6 

(152.6) 

(1.9) 

(67.7) 

0.0 

$    215.1 

$  (0.3) 

$    270.6 

$   1.8 

438.1 

0.0 

29.0 

0.0 

$    467.1 

$   0.0 

260.5 

3.3 

4,038.2 

0.0 

$7,384.7 


$19.8 


Note:  Numbers  may  not  add  up  to  totals  due  to  rounding. 
*Pre-MPPAA  terminations  only, 
**This  item  also  eliminates  plans  that  were  included  in  last  years  valuation  but  not  in  this 
years  valuation  because  either  they  have  been  restored  or  are  no  longer  expected  to  require 
PBGC  trusteeship. 
***Date  of Plan  Termination. 


Statement  of 
Actuarial  Opinion 


It  is  my  opinion  that  (1)  the  techniques  and  methodology  used  herein  for  evaluat- 
ing the  Corporation's  actuarial  liability  for  the  single-employer  and  multiemployer 
programs  are  generally  accepted  within  the  actuarial  profession  and  (2)  the 
assumptions  used  and  the  resulting  liability  totals  are,  in  the  aggregate,  reason- 
able for  the  purpose  of  evaluating  the  financial  and  actuarial  status  of  the  trust 
and  revolving  funds,  and  represent  my  best  estimate  of  the  Corporation's  antici- 
pated benefits  and  their  liabilities,  taking  into  consideration  the  experience, 
expectations,  methodologies,  and  data  available  described  herein. 


<^w^ 


Ronald  Gebhardtsbauer 

Fellow  of  the  Society  of  Actuaries 
Enrolled  Actuary 
Chief  Actuary.  PBGC 
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(as  of  September  30,  1986) 


Board  of  Directors 


William  E.  Brock,  Chairman 
Secretary  of  Labor 


James  A.  Baker,  III 

Secretary  of  Treasury 


Malcolm  Baldrige 
Secretary  of  Commerce 


(. 
i 


rjj 
It 

»: 


Management: 

Office  of  the  Executive  Director 


Kathleen  P.  Utgoff 
Executive  Director 


Royal  S.  Dellinger 

Deputy  Executive  Director 
for  Insurance  Programs 


Kevin  W.  Putt* 

Deputy  Executive  Director 
for  Resource  Management 


Corporate  Departments 


Communications  & 
Public  Affairs  Department 
Judith  E.  Bekelman,  Director 

Computer  Resources 
Support  Department 
Ronald  Dreer,  Director 

Corporate  Budget  Department 
Henry  R.  Thompson,  Director 

Corporate  Policy  & 
Regulations  Department 
E.  Thomas  Veal,  Director 


Financial  Operations 
Department 

Lawrence  Maslan,  Director 

Human  Resources  & 
Support  Services  Department 
Robert  E.  Geiger.  Director 

Information  Resources 
Support  Department 
Linda  P.  Eatmon,  Director 

Insurance  Operations 

Department 

William  M.  DeHarde,  Director 


Internal  Audit 

Department 

Wayne  R.  Poll,  Director 

Legal  Department 
Edward  R.  Maokiewicz    . 
General  Counsel 

Participant  &  Employer 
Appeals  Department 
Charles  E.  Skopic.  Director 


*Resigned  after  year  end. 
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The  PBGC  Advisor)  Committee, 

Appointed  by  the  President  of  the  United  States 

Representing  the  Interests  of  the 
General  Public: 

Roger  F.  Martin,  Committee  Chairman 
Senior  Vice  President 
MGIC  Investment  Corporation 
Milwaukee,  Wisconsin 

Joseph  Geronimo,  Vice  President* 
Bankers  Trust  Company 
New  York,  New  York 

John  F.  Hotchkis,  Partner* 

Hotchkis  &  Wiley 

Los  Angeles,  California 


Representing  the  Interests  of  Employers: 

Murray  P.  Hayutin,  President** 
Reichart-Silversmith,  Inc. 
Denver,  Colorado 

Ralph  J.  Wood,  Jr.* 
Gerwood,  Inc. 
Chicago,  Illinois 


Representing  the  Interests  of 
Employee  Organizations: 

Perry  Joseph,  Business  Manager** 
Carpet,  Linoleum,  Hardwood  & 

Resilient  Tile  Layers'  Local  Union 

No.  1310AFL-CIO 
St.  Louis,  Missouri 

Eugene  B.  Burroughs, 
Executive  Vice  President** 
M.D.  Sass  Associates,  Inc. 
San  Diego,  California 


*member.  Investment  Subcommittee 
**member,  Regulations  Subcommittee 
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Photographic  Credits 


American  Association  of 

Retired  Persons 
Little  Hales/Folio  Inc. 
Madden/Folio  Inc. 
United  States  Department  of 

Commerce 
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Financial  Siunmary 


Single-Employer  Fund 

(Dollars  in  millions) 


Year  Ended  September  30, 


1986 


1985 


1984 


1983 


1982 


1981 


Multiemployer  Fund 

(Dollars  in  millions) 


Year  Exided  September  30, 


1986 


1985 


1984 


1983 


1982 


1981 


Total  assets 

Reserve  for  guaranteed  benefits 

Reserve  for  future  financial  assistance 

Accumulated  results  of  operations  (loss) 

Financial  assistance  outstanding— net 

Premium  income 

Investment  and  other  income 

Actuarial  charges  (credits) 

Losses  (gains)  from  plans  terminated  and 

plans  pending  termination 
Losses  from  financial  assistance 
Benefit  payments 
Administrative  expenses 
Income  over  (under)  expenses 
Investments— revolving  funds  and  trusteed 

plans 
Number  of  participants  receiving  benefits  at 

end  of  the  year 
Number  of  plans  that  received  financial 

assistance 
Number  of  participants  in  plans  receiving 

financial  assistance 
Number  of  participants  receiving  benefit 

payments  in  plans  receiving  financial 

assistance 


1980 


Total  assets 

$1,740.3 

$1,154.6 

$1,063.3 

$1,084.9 

$    772.8 

$467.4 

$429.5 

Reserve  for  guaranteed  benefits 

5,491.8 

2,447.0 

1,496.6 

1,570.0 

1 ,076.0 

637.0 

506.0 

Accumulated  results  of 
operations  (loss) 

(3,826.4) 

(1,325.3) 

(462.0) 

(523.3) 

(332.8) 

(188.8) 

(94.6) 

Premium  income 

201.4 

81.7 

80.5 

81.5 

79.6 

75.0 

71.2 

Investment  and  other  income 

261.7 

129.3 

29.7 

188.3 

96.2 

(5.4) 

22.3 

Actuarial  charges  (credits) 

524.3 

383.2 

(23.2) 

265.7 

92.7 

2.5 

(4.4) 

Losses  (gains)  from  plans 
terminated  and  plans  pending 
termination 

2,406.7 

657.9 

41.7 

167.4 

202.9 

140.6 

26.3 

Benefit  payments 

260.5 

170.2 

169.3 

136.6 

94.2 

56.8 

36.7 

Administrative  expenses 

33.2 

33.2 

30.3 

27.2 

24.2 

20.6 

19.8 

Income  over  (under)  expenses 

(2,501.1) 

(863.3) 

61.3 

(190.5) 

(144.0) 

(94.2) 

51.8 

Investments — revolving  funds 
and  trusteed  plans 

1,409.6 

953.6 

831.9 

759.1 

538.1 

353.5 

294.1 

Number  of  participants  in  termi- 
nated plans  receiving  benefits 
at  end  of  the  year 

90,750 

74,800 

64,700 

55,400 

50,900 

36,400 

28,000 

1980 


$98.3 

$78.4 

$60.8 

$52.4 

$40.3 

$28.0 

$21.1 

19.8 

21.7 

22.0 

25.0 

26.8 

27.0 

28.7 

29.0 

25.1 

19.4 

19.0 

0.0 

0.0 

0.0 

44.7 

26.7 

17.2 

6.0 

11.1 

(1-3) 

(8.5) 

2.3 

2.0 

1.5 

0.9 

0.3 

0.3 

0.0 

14.7 

14.2 

12.2 

12.8 

12.8 

11.7 

4.5 

14.0 

9.1 

3.4 

6.8 

5.5 

(0.1) 

1.8 

1.5 

3.2 

1.1 

2.0 

3.4 

0.4 

1.0 

0.1 

0.0 

(0.4) 

0.3 

(0.6) 

1.6 

0.9 

5.7 

6.4 

0.6 

19.1 

0.0 

0.0 

0.0 

3.3 

3.5 

3.6 

3.8 

4.5 

4.3 

3.9 

3.6 

4.2 

3.0 

3.2 

3.2 

2.3 

2.1 

18.0 

9.5 

11.2 

(5.1) 

12.3 

7.3 

2.4 

92.6 

71.5 

53.0 

45.4 

34.0 

22.2 

17.7 

3,250 

3,100 

3,400 

3,500 

3.800 

4,000 

4.100 

5 

3 

2 

2 

1 

1 

0 

12,000 

11,800 

11,800 

12,700 

13,000 

13,600 

0 

8,500    8,500 


8,500 


9,300 


9,600   10,100 


Note:  Financial  Statements  appear  on  pp.  34  through  37. 
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